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ADMINISTRATION  OF  MEDICARE  COST-SAVING 
EXPERIMENTS 


FRIDAY,  MAY  14,  1976 

House  of  Representatives, 
Subcommittee  on  Oversight, 
Committee  on  Ways  and  Means, 

Washington,  D.O. 
The  subcommittee  met  at  10:20  a.m.,  pursuant  to  notice,  in  room 
PI-208,  the  Capitol,  Hon.  Charles  A.  Vanik  (chairman  of  the  sub- 
committee) presiding. 

Mr.  Vanik.  The  committee  will  be  in  order. 

In  the  1972  Social  Security  Amendments,  Public  Law  92-603,  sec- 
tion 222,  the  Congress  directed  the  Secretary  of  HEW  to  conduct  ex- 
periments and  demonstration  projects  designed  to  determine  the  cost 
effectiveness  of  prospective  payment. 

Generally  speaking,  prospective  reimbursement  is  "forward  budget- 
ing" whereby  the  amount  or  rate  a  facility  may  be  reimbursed  for 
health  services  is  established  prior  to  the  period  over  which  the  serv- 
ices will  be  provided.  Presently,  of  course,  hospitals  submit  bills  to 
intermediaries  and  thus  to  medicare  for  services  subsequent  to  the 
rendering  of  that  service.  Prospective  reimbursement  would  substitute 
''future"  budgeting  for  the  present  retroactive  reimbursement. 

Proponents  of  prospective  rate  payment  believe  that  such  a  system 
should  motivate  health  care  providers  to  become  more  efficient  in  their 
utilization  of  resources  while,  at  the  same  time,  maintaining  their 
(quality  services.  Others  have  strongly  contested  these  claims. 

Since  the  passage  of  the  1972  amendments,  several  experimental 
prospective  reimbursement  systems  have  become  operational.  It  is  the 
purpose  of  the  subcommittee  to  determine  some  of  the  cost  advantages 
and  disadvanages  of  these  systems.  As  we  move  into  a  period  of  ever- 
increasing  Federal  and  State  participation  in  health  care  financing, 
it  is  crucial  that  we  begin  to  identify  and  understand  potential  gains 
and  losses  associated  with  alternative  cost  containment  strategies. 

As  a  member  of  the  Ways  and  Means  Health  Subcommittee,  I  want 
to  say  that  it  is  very  important  that  we  begin  to  discuss,  now,  the 
lessons  available  from  prospective  reimbursement  experiments.  Amer- 
ica is  currently  spending  $118  billion  on  health  services^ — a  300-percent 
increase  in  the  past  decade.  Last  year,  hospital  cost  inflation  was  13 
percent,  and  this  year  it  is  estimated  at  15  percent. 

To  help  control  this  incredible  inflation,  members  of  the  Health 
Subcommittee  have  suggested  that  the  subcommittee's  proposed  1976 
medicare  bill  include  a  phase-in  of  prospective  reimbursement  pro- 


CD 


2 


cedures  over  the  next  4  years.  It  is  vital  that  HEW  begin  to  give 
priority  attention  to  its  work  in  prospective  reimbursement  and  to  the 
areas  where  more  experimentation  is  needed. 

To  help  us  understand  the  possibilities  and  the  limits  of  prospective 
reimbursement,  we  have  with  us  today  a  panel  of  three  experts  who 
have  or  currently  are  working  on  SSA-supported  prospective  reim- 
bursement experiments.  In  addition  to  hearing  about  their  findings  to 
date — and  we  recognize  that  conclusive  findings  may  not  yet  be  avail- 
able— we  would  like  to  hear  from  them  about  the  level  of  support  and 
encouragement  Social  Security  has  provided  for  this  program. 

We  will  also  hear  from  Social  Security  officials  in  charge  of  these 
experiments.  We  hope  that  they  Avill  tell  us  what  they  feel  they  have 
learned  to  date,  where  thej  feel  there  are  gaps  in  our  knowledge  of  the 
feasibility  of  prospective  reimbursement  and  what  they  plan  for  fu- 
ture research  and  demonstration. 

Will  the  panel  please  come  forward  first. 

These  are  Mr.  John  Griffith,  professor.  University  of  Michigan 
School  of  Public  Health;  Dr.  Harold  Cohen,  director  of  Maryland 
State  Health  Services  Cost  Review  Commission ;  and  Mr.  F.  Bernard, 
Forand,  executive  director,  Commission  on  Hospitals  and  Health  Care. 
State  of  Connecticut. 

Are  you  related  to  the  former  Member  of  Congress? 

Mr.  Forand.  No,  sir,  I  am  not. 

Mr.  Vaxik.  We  will  hear,  first,  from  the  panel.  Why  don't  we  start 
with  you,  Mr.  Griffith,  and  then  we  will  proceed  to  the  rest  of  the  panel. 

A  PANEL  CONSISTING  OF  JOHN  GRIFFITH,  PEOFESSOK,  UNIVER- 
SITY OF  MICHIGAN  SCHOOL  OF  PUBLIC  HEALTH;  DR.  HAROLD 
COHEN,  DIRECTOR,  MARYLAND  STATE  HEALTH  SERVICES  COST 
REVIEW  COMMISSION;  AND  F.  BERNARD  FORAND,  EXECUTIVE 
DIRECTOR  OF  THE  COMMISSION  ON  HOSPITALS  AND  HEALTH 
CARE,  STATE  OF  CONNECTICUT 

Mr.  Griffith.  Thank  you. 

I  am  professor  of  hospital  administration  and  director  of  the  pro- 
gram bureau  of  hospital  administration  at  the  UniA^ersity  of  Michi- 
gan School  of  Public  Health.  Many  people  in  Michigan  have  worked 
hard  to  control  hospital  costs,  and  I  believe  we  are  developing  an 
effective  effort  to  get  the  job  done. 

Actions  taken  by  Blue  Cross  and  Blue  Shield  of  Michigan  will  re- 
duce hospital  payments  by  $60  million  for  1976.  There  may  be  addi- 
tional savings  for  medicare  and  medicaid.  That  number  is  strictly  for 
Blue  Cross'  own  payments. 

We  will  continue  to  control  hospital  costs  in  the  future,  but  our 
efforts  will  require  several  years  to  reach  complete  fruition.  We  will 
need  more  assistance  from  medicare  and  medicaid  in  future  years  since 
these  agencies  are  not  involved  at  all  in  current  actions. 

The  Michigan  experience  and  the  reports  worked  on  elsewhere  in 
section  222  of  the  amendments  of  1972  lead  me  to  make  the  following 
suggestions,  which  I  draw  as  lessons  from  the  222  research 

No.  1,  retrospective  cost  base  reimbursement  is  no  longer  an  effective 
or  desirable  way  to  pay  hospitals  in  any  situation  where  it  dominates 
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or  even  has  a  large  fraction  of  total  hospital  income.  The  Congress 
therefore  should  stimulate  a  shift  to  prospective  reimbursement  for  all 
medicare  and  medicaid  funding. 

Xo.  2,  the  best  methods  of  pros23ective  reimbursement  have  not  yet 
been  developed  and  there  are  probably  a  wide  variety  of  programs 
suitable  to  different  States  or  even  parts  of  States.  The  Congress, 
therefore,  should  not  mandate  a  single  form  of  prospective  reimburse- 
ment. It  should  continue  experimentation  and  encourage  flexibility  and 
variety  in  the  application  of  prospective  reimbursement  systems. 

It  should  also  encourage  collaboration  between  governmental  and 
voluntary  agencies  such  as  Blue  Cross.  The  opportunity^  to  increase 
impact  by  integrating  several  third-party  sources  together  should  not 
be  overlooked.  In  this  regard  wording  like  that  found  in  section  102  of 
the  bill  introduced  by  Congressman  Mills,  Health  Care  Management 
Act  of  1974,  would  permit  Michigan  and  other  States  to  continue  to 
analyze  and  solve  their  own  problems  with  their  own  resources. 

I  regret  that  I  cannot  find  similar  wording  in  S.  3205  for  the  cur- 
rent Congress  submitted  by  Senator  Talmadge. 

Xo  8.  the  Congress  should  establish  or  have  the  Secretary  of  HEW 
establish  guidelines  as  to  acceptable  increases  in  costs  of  hospital  care. 
These  could  aj^ply  to  both  medicare  and  medicaid,  but  they  would  also 
be  useful  as  advice  to  private  funding  agencies.  These  guides  should 
be  established  for  States  or  regions  in  terms  either  of  per-person  or 
total  annual  costs.  In  no  case  should  they  be  established  in  terms  of 
per-diem  costs.  Per-diem  cost  guidelines  provide  incentive  for  in- 
creased unnecessary  utilization  of  hospitals  and  fail  to  attack  the  most 
serious  and  rewarding  area  of  inefficiency,  that  of  inappropriate  use. 

Xo.  4.  the  Congress  should  continue  to  fund  section  222  activities 
and  should  continue  to  stimulate  research  and  evaluation  of  the  vari- 
ous approaches  to  prospective  reimbursements  which  have  and  will 
develop  among  the  States.  To  lose  the  data  base  that  we  have  gained  so 
far  would  be  to  waste  most  of  the  benefits  of  the  investments  we  have 
made  in  section  222  and  would,  in  my  opinion,  be  a  serious  loss. 

We  will  use  in  Michigan  not  only  the  local  data  funded  through 
this  section,  but  also  the  studies  in  other  States. 

Xo.  5,  the  Congress  should  encourage  greater  cooperation  by  the 
Bureau  of  Health  Insurance  with  well-conceived  State  and  voluntary 
programs.  It  is  obviously  difficult  for  the  BHI  to  comply  with  this.  It 
seems  to  me  their  compliance  is  necessary  and  even  vital  to  a  sound, 
well-conceived  national  program. 

Mr.  Chairman,  the  gentleman  to  my  left  says  that  may  be  correct, 
but  that  the  BHI  is  forbidden  by  law  to  provide  that  kind  of  support. 

As  an  addendum  to  these  remarks  I  am  submitting  a  review  of  major 
contributions  from  section  222  research  and  some  documentation  of  the 
cost  control  problem  in  Michigan. 

I  have  given  Congressman  Vander  Veen's  staff  an  article  which 
shows  that  his  district,  Grand  Kapids,  is  probably  the  most  efficient 
hospital  care  delivery  area  in  the  State  of  Michigan,  and  that  its  costs 
per  person  in  Grand  Rapids  are  about  half  what  they  are  in  Detroit. 

I  have  included  section  102  H.R.  13461,  the  93d  Congress.  That  is 
tlie  Mills  bill  section  I  referred  to. 

Thank  you,  Mr.  Chairman. 
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[The  supplemental  document  referred  to  follows :] 
Excerpt  Feom  H.R._13461,  93d  Coxgkess 

Sec.  102.  In  addition  to  the  method  or  methods  for  establishing  prospective 
rates  or  amounts  made  available  under  section  101,  the  Secretary  may  make 
available  to  hospitals  in  a  State  or  any  other  region  or  geographic  area  desig- 
nated by  the  Secretary  another  method  for  establishing  prospective  rates  or 
amounts  where  the  Secretary  finds  that  the  State  or  regional  plan  for  prospective 
payment,  as  developed  by  either  the  State,  hospitals  or  a  hospital  organization, 
or  a  third  party  payor,  is  consistent  with  the  policies  expressed  in  this  Act. 

Mr.  Vanik.  Thank  you. 

Dr.  Cohen,  we  would  be  happy  to  hear  from  you. 

STATEMENT  OP  DR.  HAROLD  COHEN 

Dr.  CoHEx.  Mr.  Chairman,  members  of  the  subcommittee,  my  name 
is  Dr.  Harold  A.  Cohen.  I  am  executive  director  of  Maryland's  Health 
Services  Cost  Keview  Commission.  I  have  been  advised  that  you  have 
many  questions  to  address  the  panel  and  that  any  opening  remarks 
should  be  quite  short  indeed.  I  will,  of  course,  follow  that  pattern. 

The  Health  Services  Cost  Review  Commission  was  established  as  a 
unique  agency  in  July  1971.  Beginning  July  1974.  it  assumed  its  hos- 
pital rate  regulatory  authority.  The  commission's  specific  responsi- 
bilities include:  (1)  assuring  the  public  that  a  hospital's  aggregate 
costs  are  reasonably  related  to  the  services  it  performs,  that  is,  that  the 
hospital  is  efficient  and  effective;  (2)  that  a  hospital's  aggregate  reve- 
nues are  reasonably  related  to  those  aggregate  costs — specifically  that 
efficient  and  effective  institutions  remain  solvent ;  and  (3)  that  the  hos- 
pital's rates  are  set  equitably  among  all  purchasers  and  classes  of  pur- 
chasers of  the  hospital's  services,  that  is,  that  no  undue  discrimination 
exists  in  the  rate  structure. 

The  most  significant  aspect  of  the  law  is  that  of  prospective  rate 
approval.  The  commission's  primary  job  is  to  establish  an  atmosphere 
in  which  hospitals  will  have  the  incentives  to  control  their  own  costs. 
This  is  done  by  approving  reasonable  budgets  and  by  applying  con- 
trolled inflationary  rates  to  that  budget. 

Hospitals,  thus,  use  their  expertise  to  prove  that  their  departmental 
budgets  are  reasonable  and  contain  costs  within  the  inflation  moni- 
toring system.  Their  expertise  would  not  be  used,  as  it  has  been,  to 
prove  that  they  did  spend  the  money  and  to  juggle  accounting  figures 
so  as  to  maximize  retroactive  reimbursement  of  incurred  costs  by 
medicaid,  medicare,  and  Blue  Cross. 

You  are  probably  interested  in  whether  the  commission  has 
achieved  results.  Since  July  1.  1974,  hospital  rates  in  Maryland,  over 
the  22-month  period,  have  increased  at  a  fairly  consistent  annual  rate 
of  7  percent.  Costs  are  increasing  at  an  amiual  rate  of  9-10  percent. 
This  contrasts  with,  for  example,  the  recent  report  of  the  Council  on 
Wage  and  Price  Control  which  states  that  hospital  costs  went  up  20 
percent  during  the  past  quarter  and  other  data  indicating  that  costs 
and  charges  went  up  13-16  percent  last  year. 

Finally,  I  am  distributing,  for  your  information,  copies  of  a  recent 
release  by  the  Bureau  of  Labor  Statistics.  That  release  presents  CPI 
data  by  city  for  medical  care  and  its  compojients  over  the  past  7  years. 
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I  call  YOWT  attention  to  the  relationship  between  the  city  average  and 
the  Baltimore  figures  for  hospital  charges,  specifically,  that  last  year 
the  Bureau  of  Labor  Statistics  reports  a  Baltimore  rate  of  increase  of 
3.8  percent  compared  to  the  all-city  rate  of  increase  of  13  percent. 

As  that  table  shows,  in  the  early  years  before  the  commission  was 
created.  Baltimore's  rate  of  increase  in  hospitals'  daily  service  charges 
far  outstripped  what  was  happening  in  the  country  as  a  whole.  In 
197-1:,  when  the  commission  began  regulating  hospitals  in  the  middle 
of  the  year,  the  Baltimore  rate  fell  to  below  the  national  average  and 
last  year — and  this  is  the  next  to  the  last  line  on  the  page — it  shows 
that  whereas  Baltimore  showed  a  3.8  percent  increase,  other  cities 
listed  showed  at  least  11,  that  is  double  digit. 

Mr.  Vanik.  Thank  vou  very  much. 

[The  table  follows:] 
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Mr.  Vanik.  We  will  proceed  to  Mr.  Forand  and  then  we  will  have 
a  discussion  with  the  panel.  You  may  proceed,  Mr.  Forand. 

STATEMENT  OE  E.  BEENARD  EORAND 

Mr.  Forand.  Mr.  Chairman,  members  of  the  subcommittee,  my  name 
is  F.  Bernard  Forand.  I  am  the  executive  director  of  the  Commis- 
sion on  Hospitals  and  Health  Care  for  the  State  of  Comiecticut. 
The  commission,  established  in  1973,  has  broad  powers  to  review 
and  approve  budgets  and  rates  of  hospitals,  nursing  homes,  and  other 
health  care  institutions.  It  also  has  extensive  powers  to  review  and 
approve  all  health  care  facilities  and  new  services  in  the  State  where 
the  costs  exceed  $25,000. 

I  assumed  the  position  of  executive  director  of  the  commission  in 
late  March  of  this  year.  Previously,  I  was  employed  for  over  3  years 
as  chief  negotiator  for  the  State  of  Rhode  Island  in  matters  pertain- 
ing to  the  negotiations  of  hospital  rates  for  the  title  XIX  program. 
I  am  appearing  today  at  the  request  of  the  subcommittee  to  describe 
briefly  Rhode  Island's  experience  thus  far  under  a  3-year  experiment 
in  prospective  budgeting  which  was  funded  by  the  Social  Security 
Achninistration  beginning  in  October  1974,  pursuant  to  section  222 
of  Public  Law  92-603. 

My  testimony  will  consist  of  a  brief  description  of  Rhode  Island's 
prospective  reimbursement  system  followed  by  some  tentative  con- 
clusions I  have  made  on  the  progress  of  the  experiment  to  date.  Upon 
conclusion  of  my  testimony,  I  will  be  happy  to  answer  any  questions 
which  the  subcommittee  may  have  regarding  the  Rhode  Island  ex- 
periment in  prospective  reimbursement. 

First,  let  me  emphasize  that  the  Rhode  Island  experiment  is  the 
only  experiment  funded  by  the  Social  Security  Administration  which 
involves  a  voluntary  approach  to  regiilating  hospital  costs.  All  16 
of  the  State's  voluntary  hospitals,  acting  through  the  Hospital  As- 
sociation of  Rhode  Island,  have  participated  as  a  full  partner  with 
Blue  Cross  of  Rhode  Island,  and  the  State  Budget  Office  in  the  de- 
sign and  implementation  of  the  experiment.  Let  me  also  emphasize 
that  all  major  third  parties,  including  Blue  Cross,  medicare,  and 
medicaid,  are  participating  in  the  experiment.  Together  they  ac- 
count for  about  85  percent  of  patient  days  rendered  in  the  voluntary 
hosiptals.  The  only  classes  of  patients  not  included  in  the  experiment 
are  the  self-paying  patients  and  patients  covered  by  the  commercial 
insurance  companies. 

The  experiment  was  designed  to  demonstrate  that  a  statewide  pro- 
gram of  prospective  rate  setting  with  incentive  based  on  budget 
negotiations  within  a  statewide  limit  on  total  allowable  cost  increases 
has  substantial  power  to : 

Contain  costs ; 

Assure  that  growth  in  programs  is  based  on  statewide  need; 

Shift  some  proportion  of  health  dollar  investments  from  inpatient 
to  other  patient  care  modalities ; 

Insure  that  cost  control  efforts  do  not  have  a  deleterious  effect 
on  patient  care ;  and 

Reward  management  efficiencies  and  improved  productivity. 

There  are  several  major  features  of  the  Rhode  Island  prospective 
rating  system : 
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The  key  feature  of  the  experiment  is  the  negotiation  of  a  maximum, 
total  outside  limitation  on  all  elements  of  hospital  costs  in  the  State 
for  the  year,  including  new  programs  and  volume.  This  feature  is 
called  a  Maxicap  and  is  negotiated  prospectively  in  the  spring  pre- 
ceding the  budget  year  which  begins  on  October  1. 

For  1974-75,  the  increase  over  actual  1973-74,  expenses  was  nego- 
tiated at  13.85.  In  1975-76.  the  increment  negotiated  was  11.5  per- 
cent. Maxicap  negotiations  for  1976-77  were  completed  last  week,  and 
the  increment  negotiated  was  10.5  percent. 

Following  negotiation  of  the  Maxicap,  Blue  Cross,  and  the  State 
Budget  Office  acting  in  concert  negotiate  individual  budgets  with 
each  of  the  voluntary  hospitals  in  the  State.  The  sj^stem  has  flexibility 
in  that  while  an  individual  hospital's  budget  may  exceed  the  Maxicap 
increment,  the  sum  of  all  the  hospital  budgets  must  be  within  the 
Maxicap. 

For  example,  if  the  Maxicap  is  11.5  percent,  it  is  conceivable  that 
one  hospital  would  get  a  13-percent  increase  and  another,  a  7-percent 
increase:  yet  the  sum  of  all  the  hospital  budgets  would  have  to  be 
Avithin  the  11.5  percent  Maxicap  increment. 

In  fact,  the  sum  of  the  budgets  are  negotiated  at  a  level  about  one 
percentage  point  below  the  Maxicap  so  that  a  reserve  is  available  to 
absorb  major  contingencies  or  variable  expenses  for  volume  which 
exceed  negotiated  budgeted  levels.  Because  the  Maxicap  includes  a 
fixed  ceiling  on  the  incremental  costs  of  hospital  care  in  the  State, 
the  system  encourages  competition  among  hospitals  for  as  large  a 
share  of  the  Maxicap  as  they  can  individually  justify  to  third  parties. 
As  an  incentive  to  hospitals  to  become  more  efficient,  hospitals  which 
spend  under  budget  are  allowed  to  retain  any  savings;  by  the  same 
token  hospitals  which  exceed  their  budgets  must  absorb  any  losses. 
Thus,  there  is  a  clear  incentive  under  the  experiment  for  a  hospital 
to  remain  within  its  budget. 

The  program  also  includes  a  mechanism  under  which  all  medically 
related  programs  above  a  certain  dollar  level  must  be  reviewed  by 
a  project  advisory  committee  of  the  State's  voluntary  Health  Plan- 
ning Council  as  a  condition  of  inclusion  in  a  hospital's  budget.  I 
might  add  that  both  Blue  Cross  and  the  State  government  are  repre- 
sented on  the  project  advisory  committee.  This  committee  identifies 
and  ranks  programs  having  a  demonstrable  community  need  in  the 
budget  year.  Programs  not  considered  essential  for  implementation 
are  given  low  priority  rankings  and  are  not  funded  by  third  parties. 
While  the  highest  ranked  programs  are  not  guaranteed  funding,  most 
such  programs  are  approved  for  incorporation  into  the  appropriate 
hospital's  budget  and  become  includable  in  the  Maxicap  limitation. 

To  strengthen  the  cost  containment  effects  of  the  prospective  budget- 
ing system,  the  State  budget  office,  with  strong  support  from  Blue 
Cross,  succeeded  in  negotiating  with  the  hospitals  an  agreement  to  im- 
plement a  concurrent  utilization  review  system  in  every  hospital  in 
January  1975.  This  program  was  given  high  priority  following  a  study 
in  which  we  found  the  length  of  stay  in  hospitals  in  Rhode  Island  to  be 
approximately  2  days  higher  than  stays  for  patients  with  comparable 
diagnoses  in  the  West.  Because  we  could  not  find  a  legitimate  basis 
for  this  significant  variation  in  length  of  stay,  we  decided  to  imple- 
ment a  system  of  concurrent  review. 
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The  system  was  modeled  after  chapter  VIII  of  the  PSRO  manual 
to  facilitate  a  smooth  transition  to  an  eventual  takeover  by  Rhode  Is- 
land PSRO,  Inc.,  when  it  became  operational.  Since  the  date  of  imple- 
mentation, every  hospital  in  the  State  has  decreased  its  length  of  stay, 
in  some  cases  by  more  than  one  full  day.  Continuing  emphasis  during 
budget  negotiations  is  placed  on  admissions  and  patient  days  to  mini- 
mize the  possibilities  of  overutilization. 

OBSERVATIONS   OX  THE  EXPERIMENT 

1.  There  is  evidence  that  the  Rhode  Island  system  of  prospective 
reimbursement — voluntary  as  it  is — has  been  somewhat  successful  in 
retarding  the  hospital  cost  spiral.  I  do  not  believe  it  has  contained 
the  cost  spiral  in  hospitals,  but  it  is  probably  doing  a  better  job  state- 
wide tlian  most  other  States  in  the  country. 

2.  There  is  clear  evidence  that  hospitals  in  Rhode  Island  are  paying 
significantly  more  attention  to  cost  control  than  they  have  in  the  past. 
Since  the  experiment  began,  there  have  been  several  shifts  in  key  posi- 
tions within  several  hospitals  in  the  State. 

3.  Hospitals  are  giving  increased  emphasis  to  reallocation  of  re- 
sources to  add  new  programs  and  services.  This  is  due  to  increased 
recognition  that  health  resources  aren't  infinite,  and  that  tradeoffs  are 
sometimes  necessary  to  achieve  desired  objectives. 

4.  Perhaps  one  of  the  most  significant  outcomes  of  the  experiment 
is  the  demonstration  that  third  parties,  such  as  Blue  Cross  and  the 
State,  through  joint  cooperative  efforts  can  achieve  cost  containment 
measures  which  either  party  individually  might  be  unable  to  achieve. 
The  combination  of  State  power  coupled  with  traditional  Blue  Cross 
reimbursement  expertise  and  staff  resources  places  the  third  parties 
in  a  powerful  position  to  deal  effectively  with  the  not  insignificant 
economic  and  political  power  of  hospitals. 

5.  The  one  major  disadvantage  of  the  Rhode  Island  experiment  is 
that  it  is  incredibly  time  consuming.  All  parties  spend  literally  12 
months  of  the  year  in  negotiations  and  renegotiations  of  the  many 
myriad  issues  relating  to  the  experiment.  The  complexity  of  the  is- 
sues accounts  for  much  of  the  time  spent  in  the  process.  However,  an- 
other major  factor  is  the  inability  of  the  hospital  negotiation  team 
to  make  firm  commitments  for  the  hospitals,  thus  necessitating  a  con- 
stant renegotiation  of  issues  which  the  third  parties  had  previously 
thought  resolved. 

I  would  like  to  make  a  few  general  comments. 

1.  In  the  absence  of  sophisticated  types  of  prospective  reimburse- 
ment mechanisms,  States  could  effectively  retard  or  perhaps  even  con- 
tain the  hospital  cost  spiral  through  the  use  of  a  Maxicap  or  ceiling 
on  hospital  cost  increases.  Such  a  mechanism  might  be  applied  across 
the  board  to  all  hospitals  initially  as  a  way  to  hold  down  hospital  costs 
until  such  time  as  a  State  could  develop  a  more  sophisticated  approach 
which  takes  into  account  differences  in  productivity  and  efficiency 
among  hospitals. 

To  implement  such  a  system  States  would  have  to  secure  the  co- 
operation of  Blue  Cross  and  the  major  commercial  insurance  carriers 
as  well  as  obtain  exemptions  from  the  Social  Security  Administration 
regarding  the  titles  XVIII  and  XIX  cost  principles.  To  achieve 
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these  objectives  States  would  very  likely  have  to  demonstrate  an 
ability  and  a  willingness  to  administer  an  effective  cost  containment 
program,  something  which  few  States  could  do  at  this  time. 

2.  Any  system  of  prospective  reimbursement  must  include  all  major 
third  parties.  To  the  extent  it  fails  to  do  so,  hospitals  will  shift  the 
burden  of  cost  containment  measures  instituted  by  third  parties 
covered  by  prospective  reimbursement  to  parties  which  are  not  covered. 

3.  Prospective  reimbursement  systems  must  include  total  operating 
expenses  of  the  hospital,  including  capital,  new  medical  programs  and 
volume.  To  the  extent  that  any  elements  of  hospital  costs  are  omitted 
from  a  prospective  reimbursement  system  hospitals  will  be  encouraged 
to  increase  spending  in  these  noncovered  areas. 

4.  Volume  controls  are  essential  based  upon  an  appropriate  fixed/ 
variable  formula  to  minimize  the  cost  to  the  health  care  system  of  the 
explosive  growth  in  ancillary  services. 

5.  Eifective  productivity  screens  are  required  to  measure  base  period 
costs  among  hospitals  of  like  size  and  case-mix  to  force  inefficient  hos- 
pitals to  reduce  unit  costs  deemed  incompatible  with  efficient  manage- 
ment. These  systems  will  require  the  development  of  uniform  func- 
tional accountmg  systems  in  hospitals  to  assure  comparabilit}^  of  data. 

6.  Formal  linkages  between  certificate-of-need  agencies,  planning 
agencies  and  rate  setting  agencies  are  essential  to  insure  an  overall 
effective  system  of  most  containment  in  hospitals. 

7.  In  designing  prospective  budgeting  systems  one  must  take  into 
consideration  both  costs  and  utilization,  the  point  that  Dr.  Griffith 
also  made  and  one  that  can't  be  overemphasized.  You  have  to  deal 
with  lx)th  the  efficiency  issue  and  the  overutilization  issue,  and  assure 
that  the  cost  containment  program  does  not  contain  built-in  incentives 
to  increase  utilization. 

8.  Idealh'  any  prospective  reimbursement  system  should  control 
both  costs  and  revenues  rather  than  only  one  of  these  elements. 

This  concludes  my  testimony.  I  thank  the  subcommittee  for  the  op- 
portunity to  present  my  views  and  would  be  happy  to  comment 
further  on  any  aspects  of  my  presentation. 

Mr.  Vaxik.  Mr.  Forand,  I  want  to  thank  you  for  your  testimony. 

I  just  have  two  or  three  questions  that  I  want  to  ask  of  the  panel. 

First  of  all.  I  would  like  to  inquire  whether  under  Maxicap  pro- 
grams the  cap  doesn't  become  a  floor.  In  other  words,  if  you  set  10 
percent  this  year,  will  any  hospital  come  in  under  that  figure  ? 

Mr.  FoRAXD.  That  is  a  very  good  question.  The  first  year  the  cap 
was  set  at  13.85  percent  and  the  hospitals  on  the  average  asked  for  18 
percent,  Avhich  meant  that  we  had  to  eliminate  on  the  average  about 
5  or  6  percent  from  each  hospital's  budget  to  get  the  aggregate  per- 
centage increase  below  the  Maxicap  increment.  However,  in  the  first 
year  of  the  program,  2  of  the  16  hospitals  asked  for  less  than  the  13.85 
percent ;  in  each  case  though,  the  amount  requested  was  slightly  higher 
tlian  13  percent.  Thus,  for  all  practical  purposes,  it  is  valid  to  state 
that  the  hosj^itals  considered  the  Maxicap  to  be  a  floor. 

Mr.  Vaxik.  One  of  the  things  that  concerns  me  is  the  problems  we 
liave  in  local  utility  rates  where,  for  example,  the  utility  probably 
wants  a  6-percent  rate  and  will  ask  for  12.  Then  the  vigorous  efforts 
of  the  public  officials  will  make  a  great  saving  and  settle  at  9,  which  is 
3  percent  more  than  utility,  wanted  in  the  first  place. 
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Mr.  FoRAND.  You  must  remember  that  in  Rhode  Island  the  experi- 
ment is  vohmtary,  not  mandatory.  The  key  element  of  the  experiment 
is  the  negotation  of  the  Maxicap.  For  the  year  beginning  October  1, 
and  I  didn't  participate  in  the  process  this  year,  the  parties  nego- 
tiated a  Maxicap  of  10.5  percent.  I  think  if  total  hospital  costs  nation- 
wide increased  "only"  10.5  percent  next  year  including  volume,  new 
programs  and  capital  expenditures,  the  country  would  probably  save 
several  billion  dollars. 

Mr.  Griffith.  Mr.  Chairman,  may  I  comment  on  the  question  ?  The 
action  in  Michigan  is  a  result  of  the  major  buyers  of  hospital  care, 
particularly  General  Motors  and  United  Auto  Workers,  saying  they 
would  pay  no  more  than  the  10-percent  increase. 

Mr.  Vanik.  You  have  a  strong  consumer  group  there  that  is  func- 
tioning in  your  State. 

Mr.  Griffith  They  appear  to  be  very  strong  and  getting  stronger 
every  day,  yes,  sir. 

Mr.  Vanik.  How  much  do  you  think  you  have  saved  in  the  Con- 
necticut plan?  What  has  been  the  saving  in  Rhode  Island? 

Mr.  FoRAND.  It  is  hard  to  guess  at  this  point.  I  think  perhaps  we 
have  retarded  the  spiral,  but  I  don't  think  we  have  contained  hospital 
costs.  Most  of  my  colleagues  in  the  State  rate-setting  agencies  share 
my  view  that  they  would  like  to  see  hospital  costs  increases  limited  to 
the  level  of  increase  of  general  inflation  in  the  economy. 

No  State,  however,  has  been  able  to  achieve  this  objective.  To  answer 
your  question,  I  would  hesitate  to  give  a  firm  number  on  how  much 
we  have  saved.  I  think  perhaps  that  we  have  held  the  inflationary 
spiral  1  to  2  or  perhaps  3  percent  below  the  nationwide  increase  in 
total  hospital  costs. 

Mr.  Vanik.  I  would  like  to  ask  Dr.  Cohen  about  the  Maryland  plan. 
You  faced  a  challenge  in  the  courts,  didn't  you? 

Dr.  Cohen.  Yes. 

Mr.  Vanik.  Would  you  tell  us  about  that  ?  What  happened  ? 

Dr.  Cohen.  We  were  challenged  by  the  hospital  association  pri- 
marily on  our  guidelines,  w^hich  we  said  weren't  regulations,  and  they 
also  challenged  us  on  the  grounds  that  we  had  considered  Blue  Cross 
to  be  a  class  of  purchaser. 

More  importantly,  they  said  that  if  hospitals  can  demonstrate  to  the 
commission  that  they  have  presented  a  reasonable  rate  structure,  then 
the  commission  had  to  approve  it  even  if  the  commission  found  some- 
thing to  be  more  in  the  public  interest. 

The  district  court  held  for  the  hospitals  on  every  item.  We  didn't 
appeal  the  finding  that  the  guidelines  were  void  as  regulations  because 
we  had  told  the  judge  we  didn't  think  they  were  regulations  anyway 
and  didn't  use  them  that  way. 

With  regard  to  the  matter  of  Blue  Cross  being  a  purchaser,  the 
court — and  by  the  way,  they  also  held  that  medicare  and  medicaid  were 
not  classes  of  purchasers — the  court  said  that  while  Blue  Cross  was 
not  a  class  of  purchaser,  the  court  could  not  say  anything  about  medi- 
care and  medicaid,  and  if  Blue  Cross  could  demonstrate  cost  savings, 
they  were  entitled  to  a  discount.  Whether  they  of  themselves  were  a 
class  of  purchaser  or  not,  their  individual  patients  together  were  cer- 
tainly a  class  of  purchaser. 
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The  third  point  and  the  most  important  point,  the  court  overruled 
the  district  court.  They  reversed  and  found  that  the  commission  had 
the  full  authority  to  select  whatever  rate  structure  and  set  of  rates 
they  found  to  be  most  reasonable  given  the  testimony  presented.  So 
we  were  very  pleased  with  the  outcome. 

Mr.  Vaxik.  That  is  the  result  of  the  litigation.  Xow  what  did  Social 
Security  do  when  you  were  in  litigation  i 

Dr.  CoHEx.  Previous  to  litigation  the  experiment  that  we  had  or  the 
contract  we  had  with  Social  Security  was  that  Social  Security  helped 
contribute  financially  toward  the  development  of  our  ratesetting  meth- 
odology about  $200,000,  which  they  gave  us  to  help  us  develop  the 
methodology.  They  were  not  paying  our  rates  and  they  still  are  not 
paying  our  rates. 

AVe  had  to  continue  with  a  more  major  contribution,  a  more  major 
contract,  and  during  the  litigation  I  think  the  thing  that  SSA  did 
was  hold  up  any  further  negotiation  with  us  until  they  saw  what 
happened.  That  is  if  the  court,  indeed,  said  that  medicare  and  medic- 
aid were  not  classes  of  purchasers  and  could  not  be  recognized,  that 
their  existence  could  not  be  recognized  by  the  commission,  then  I  think 
that  they  would  have  simply  stayed  away  from  us  completely;  thus, 
they  wanted  to  see  what  happened. 

That  is  what  the  district  court  had  said.  But  when  the  appeals  court 
reversed,  they  again  became  interested  in  the  commission — or  rather, 
they  started  to  indicate  that  they  were  now  ready  to  support  the  com- 
mission's activities. 

Mr.  Vaxik.  Thank  you  very  much. 

Mr.  Pike  ? 

Mr.  Pike.  Thank  you.  Mr.  Chairman. 

Dr.  Cohen,  what  criteria  do  you  use  in  order  to  determine  what  a 
fair  rate  of  return  for  a  hospital  is  ?  Who  says  what  a  fair  rate  of  re- 
turn for  a  hospital  is  ? 

Dr.  CoHEX.  Do  you  mean  a  proprietary  hospital? 

Mr.  Pike.  Let's  take  a  proprietary  hospital. 

Dr.  CoHEX.  Basically  we  have  not  had  to  settle  that  question  because 
the  hospital  industry  in  Maryland  is  almost  entirely  nonprofit. 

There  are  three  proprietary  hospitals,  two  of  which  opened  during 
the  past  year  and  are  currently  making  startup  losses,  which  is  only 
natural.  One  of  them  as  a  matter  of  fact  had  about  23  percent  occu- 
pancy its  first  year,  and  you  would  hardly  expect  anyone  to  make 
profits  when  they  have  that  kind  of  occupancy.  As  a  result  we  have 
not  conie  to  a  conclusion,  but  we  do  believe  that  the  1.5  percent  of  the 
Medicaid  Trust  Fund,  for  example,  is  rather  arbitrary  and  is  not 
related  to  a  true  market  return. 

Mr.  Pike.  Let's  talk  about  the  pay  of  the  administrators  of  non- 
proprietary hospitals.  What  is  reasonable  there  ?  Who  says  ? 

Dr.  CoHEx.  What  the  commission  does  is  similar  in  many  wavs  to 
what  Mr.  Forand  suggested  should  be  done ;  that  is,  we  have  a"" uni- 
form functional  accounting  system  so  we  know  for  every  hospital  in 
the  State  of  Maryland  what  management  per  equivalent  inpatient- 
day  costs;  an  equivalent  inpatient-day  is  a  weighting  of  inpatient  and 
outpatient  activity. 

We  know  in  every  hospital  the  management  cost  per  patient-dav 
and  we  use  an  80  percentile  level  for  measuring  reasonableness ;  so  - 
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hospital  whose  management  cost  per  patient-day  is  above  the  80th 
percentile  we  challenge.  In  this  way  we  set  a  reasonable  upper  limit. 

For  purposes  of  inflation  we  don't  inflate  any  management;  that  is 
the  top  management  salaries.  We  don't  inflate.  They  get  their  increases 
basically  through  beating  the  budget;  that  is,  through  beating  the 
general  inflation  system  that  we  use. 

Mr.  Pike.  Once  you  started  operating,  top  management  salaries 
essentially  were  frozen  ? 

Dr.  Cohen.  That  is  right,  unless  they  beat  their  budget.  If  they 
performed  better  than  the  commission  thinks  is  reasonable  for  hos- 
pitals to  perform. 

Mr.  Pike.  Mr.  Chairman,  I  am  going  to  ask  a  very  basic  and  per- 
haps stupid  question. 

When  we  talk  about  prospective  reimbursement  systems,  what  are 
we  talking  about — just  setting  the  budget  of  hospitals  or  the  amounts 
which  they  can  in  the  future  charge,  or  is  there  some  form  of  pros- 
pective reimbursement  ? 

Dr.  Cohen.  In  our  system,  in  the  Maryland  system,  what  we  do  is 
we  approve  as  of  a  particular  rate  what  the  rate  is  that  hospitals  can 
charge  for  patient  care  activities  for  an  indefinite  future  period. 

Medicare  and  medicaid  do  not  reimburse  hospitals  on  the  basis  of 
our  system.  They  reimburse  hospitals  on  the  basis  of  the  traditional 
cost  reimbursement  system. 

Maryland  Blue  Cross  and  GHI,  which  also  does  contracts  with 
hospitals  in  Maryland,  do  pay  according  to  the  commission  system. 

That  is  to  say,  Maryland  Blue  Cross  pays  according  to  the  charges 
the  commission  establishes  in  which  we  give  Blue  Cross  a  4-percent 
differential  for  certain  activities  they  do. 

Every  one  else  does  pay  our  rates. 

Mr.  Pike.  What  I  am  leading  up  to,  one  of  the  complaints  I  have 
heard  from  the  hospitals,  is  that  far  from  there  being  prospective 
reimbursement,  every  time  they  are  dealing  with  third-party  payors 
they  have  accounts  receivable  that  are  just  huge,  and  it  adds  substan- 
tially to  their  costs. 

Dr.  Cohen.  One  of  the  things  I  think  is  very  important,  that  ac- 
countants have  had  too  much  to  say  about  the  way  hospitals  are  re- 
imbursed. Our  system  does  not  recognize  accounting  as  the  basic 
mechanism  for  rate  setting;  it  is  more  economics,  more  market 
oriented. 

Working  capital,  which  is  one  of  the  things  you  identified,  is  dis- 
tinctly a  cost  of  doing  business. 

In  the  commission's  system  we  recognize  working  capital,  that  is 
the  cost  of  factoring  your  receivables,  for  example,  as  a  cost  element. 
We  calculate  the  costs  otherwise  and  then  add  2  percent  for  working 
capital. 

The  reason  we  add  2  percent  is  that  the  average  hospital  in  Mary- 
land has  about  a  60-day  receivable  and  the  cost  of  money  is  about  1 
percent  per  month. 

On  the  other  hand,  while  we  add  that  2  percent,  our  rate  order  says 
that  anyone  who  pays  upon  discharge  gets  a  2-percent  discount  as  they 
are  not  contributino-  to  the  working  capital  costs,  whereas  after  the  60 
days  are  up,  every  30  days  after  discount  the  charges  go  up  1  percent. 
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For  medicare  and  medicaid,  if  they  were  part  of  our  system,  but  for 
Blue  Cross  actually,  for  example,  if  you  have  a  working  capital  ad- 
vance to  the  hospitals  which  is  equal  to  your  average  outstanding  bal- 
ance, then  mathematically  that  is  equivalent  to  paying  on  discharge 
so  that  earns  you  the  2 -percent  discount. 

So.  if  everyone  had  an  amount  at  the  hospital  equal  to  their  receiv- 
ables, the  hospitals  would  not  have  a  receivable  problem,  and  no  one 
would  pay  that  extra  2  percent. 

That  is  how  we  handle  working  capital. 

Ml-.  Griffith.  Mr.  Pike,  these  figures,  2  percent  and  so  forth,  are 
true  and  valid  and  reasonable  arguments  from  the  hospital's  point  of 
view,  but  they  don't  come  anyAvhere  near  the  15-  and  20-percent  in- 
crease rates  that  we  have  seen  in  the  past  several  years. 

Mr.  Pike.  I  agree  with  you  completely,  Mr.  Griffith,  but  you  cited  in 
your  statement  that  vou  in  jour  area  have  cut — and  I  think  you  used 
the  phrase  "hospital  costs" — by  $60  million. 

Are  you  talking  about  hospitals  costs  or  what  you  are  paying  the 
hospitals? 

Mr.  Griffith.  We  have  agreed  in  Michigan,  with  a  great  deal  of 
dissent,  as  I  am  sure  you  can  understand,  that  we  will  pay  hospitals 
$60  million  less  than  their  trend  line  would  have  indicated. 

It  is  almost  a  certaint}'  that  hosj)ital  expenses  Avill  not  go  up  more 
than  that :  that  is  to  say,  they  will  live  within  their  budgets. 

There  are  two  or  three  bankrupt  hospitals  in  Michigan.  There  may 
be  four  or  five  at  the  end  of  this  calendar  year.  The  State  could  easily 
sustain  25  or  30  bankruptcies  and  would  probably  be  the  healthier  for 
it. 

Mr.  Pike.  So  you  are  not  concerned  about  the  increase  in  the  number 
of  bankrupt  hospitals  because  you  think  you  have  more  than  you  need  ? 

^Ir.  (triffith.  We  have  more  than  we  need,  and  we  think  the  lack 
of  the  threat  of  bankruptcy  has  caused  a  mentality  that  is  in  fact  un- 
healthy. 

Mr.  iPiKE.  Last  question,  Mr.  Chairman. 

Did  Grand  Rapids  become  the  most  effective  reimbursement  system 
in  the  State  only  after  Mr.  Vander  Veen  became  a  Congressman  ? 
Mr.  Griffith.  Sir,  it  is  a  tradition  of  Dutch  thrift. 
Mr.  Vaxik.  Thank  you,  Mr.  Pike.  Mr.  Eangel  ? 

Mr.  Raxgel.  With  the  exception  of  the  cost  involved,  what  is  the 
difference  in  establishing  a  budget  prior  to  the  time  that  the  service 
is  going  to  be  provided  and  establishing  set  rules  for  retroactive 
i-eimbursement  ? 

Dr.  CoHEx.  Basically,  under  the  medicaid  and  medicare  and  tradi- 
tionally Blue  Cross  system  of  retrospective  reimbursement,  what  hos- 
pitals have  to  prove  is  not  that  what  they  spent  was  reasonable, 
although  there  are  now  some  developments  or  regulations  along  that 
line  with  medicare,  but  basically  what  they  have  to  do  is  prove  that 
they  spent  themone3\ 

They  don't  have  to  prove  it  was  reasonable  to  spend  the  money. 

Mr.  Raxgel.  This  could  be  prospective.  Maybe  we  are  talking  about 
the  samx  thing.  Notwithstanding  the  fact  that  the  service  was  ren- 
dered, how  can  those  who  are  reimbursing  not  know  ahead  of  time  the 
limitations  that  are  set  into  place  for  reimbursement  ? 

Would  that  be  the  same  as  prospective  reimbursement  ? 
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Dr.  CoHEX.  Do  you  mean  if  they  were  told  that  retrospectively  they 
will  be  paid  no  more  than  x  percent  more  than  they  were  paid  in  the 
previous  time  ? 

Mr.  Rangel.  Yes. 

Dr.  CoHEX.  There  is  something  prospective  about  that,  there  is  no 
question  about  it,  but  I  think  the  problem  is  largely  with  incentives, 
partly. 

That  is,  if  you  say  the  most  we  are  going  to  pay  for  you  is  7  percent 
more  because  you  think  that  is  reasonable,  and  then  they  spend  5  per- 
cent more,  do  you  actually  give  them  7  percent  or  do  you  only  give 
them  5  percent  more  ? 

Mr.  Rangel.  It  is  interesting,  oNIr.  Cohen,  to  read  your  statement 
with  all  of  the  savings  that  you  had  in  Baltimore.  Is  that  commission 
statewide? 

Dr.  CoHEX.  Yes. 

Mr.  Eaxgel.  Why  was  Baltimore  selected  to  show  ? 

Dr.  CoHEX.  This  is  not  my  data.  This  is  the  Bureau  of  Labor  Sta- 
tistics data.  My  figures  for  Maryland  show  that  in  Maryland  as  a 
whole,  hospital  rates,  as  I  indicated  in  my  statement,  over  the  22- 
month  period  have  increased  at  an  annual  rate  of  7  percent,  and  costs 
are  currently  increasing  at  an  annual  rate  of  9  to  10  percent,  which 
is  well  below  the  national  average. 

Indeed,  I  believe  that  the  BLS  is  wrong  about  Baltimore  when  it 
says  3.8 ;  I  think  Baltimore  rates  went  up  about  7  percent  like  every- 
one else;  it  is  just  that  they  count  it  differently  than  we  do. 

They  only  count  hospitals  daily  service  charges  and  don't  look  at  all 
at  the  revenue  and  all  the  rates,  which  we  do. 

When  I  say  rates  have  gone  up  7  percent,  I  mean  everything  hos- 
pitals charge  for  patient  care,  not  just  selected  individual  daily  serv- 
ice charges. 

Mr.  Eaxgel.  How  do  we  know  what  those  figures  mean  ? 

In  Xew  York  City  when  they  want  to  save  the  cost  of  medical  serv- 
ices, they  close  the  hospitals  and  lay  off  the  j^eople.  How  are  we  to 
know  that  is  not  reflected  ? 

Dr.  CoHEx.  There  have  been  no  hospital  closings,  but  let's  face  it, 
hospital  costs  are  70  percent  labor,  and  there  is  no  way  you  can  control 
hospital  costs  by  making  the  hamburgers  smaller. 

The  only  way  to  control  hospital  costs  is  by  cutting  down,  holding 
the  wage  rates  of  hospital  workers  into  reasonable  line  with  what  peo- 
ple outside  are  making  and  making  hospital  workers  productive. 

Mr.  Raxgel.  Do  hospital  workers  receive  a  wage  comparable  to  that 
of  other  people  providing  similar  services  outside  of  hospital  work? 

Dr.  Cohex.  I  think  that  is  a  very  good  question  because  the  main 
reason  why  hospital  inflation  has  increased  faster  than  the  Consumer 
Price  Index  over  the  past  20  years  up  until  about  3  or  maybe  5  years 
ago,  is  that  hospital  workers  were  catching  up  to  what  people  outside 
the  industry  were  earning. 

I  would  submit  to  you  that  that  catchup  has  ended :  that  is  to  say, 
they  have  caught  up.  We  have  significant  data  at  the  Commission  to 
show  that  hospital  employees  in  Baltimore  and  Maryland  in  general 
are  earning  amounts  comparable  to  if  not  higher  than  what  similarly 
trained  and  similarl}-  employed  people  are  earning  outside. 


17 


For  example,  the  hospital  housekeepers,  dietary,  and  laundry  work- 
ers were  on  strike  in  Baltimore  when  we  had  sent  out  a  questionnaire, 
for  our  own  information  to  all  the  hotels  and  motels  in  the  area  and 
found  that  similar  workers  were  earning  $1  an  hour  less. 

That  is  an  awful  lot  of  money. 

Mr.  Kaxgel.  How  many  nonprofessional  hospital  workers  were  laid 
off'? 

Dr.  CoHEx.  I  don't  know  the  difference  in  numbers  between  non- 
professional and  professional  but  I  would  indicate  that  prior  to  

Mr.  Raxgel.  When  you  were  checking  with  the  hotels,  you  knew 
what  the  comparable  work  was.  You  were  not  talking  about  managers. 

Dr.  CoHEx.  I  know  what  the  layoff's  in  Baltimore  have  been  but  I 
don't  know  the  difference  between  the  professionals  and  non- 
professionals. 

]\Ir.  Raxgel.  We  will  assume  that  if  Baltimore  operates  the  other 
cities,  the  professional  percentage  was  very  low. 
Dr.  CoHEX.  That  happens  not  to  be  the  case. 

One  Baltimore  hospital  just  laid  off  more  than  100  people,  and  they 
gave  us  a  list  which  includes  administrators  and  several  nurses. 

There  were  many  people  with  relatively  high  incomes  there  that 
were  laid  off. 

Mr.  Raxgel.  Fortunately  we  are  an  oversight  committee  and  so  per- 
il aps  we  don't  have  to  get  involved  in  the  issue,  but  in  New  York 
if  a  service  costs  too  much  you  stop  providing  it  and  then  you  come- 
back and  say  that  that  is  a  saving. 

There  is  absolutely  nothing  in  your  statement  to  reflect  whether  or 
not  the  quality  of  the  medical  services  rendered  was  not  equivalent  to 
the  decrease  in  the  cost  of  delivery  of  the  medical  services. 

Dr.  CoHEX.  Mr.  Rangel,  I  think  you  have  struck  an  extremely  im- 
portant point.  I  would  indicate  that  there  have  been  five  or  six  hos- 
pitals in  Baltimore  which  have  had  major  layoffs  since  the  commis- 
sion started  regulating  their  costs. 

In  no  case  has  the  medical  staff  indicated  that  there  have  been  any 
decreases  in  the  quality  of  care. 

Mr.  Raxgel.  Very  few  people  in  New  York  complain  when  there  are 
layoffs. 

Dr.  CoHEX".  I  am  talking  about  the  medical  staff. 
Mr.  Rax^gel.  We  fire  medical  staff,  too. 

Dr.  CoHEX'.  The  attendant  staff  which  gets  the  benefits  of  as  many 
people  as  the  hospitals  can  hire,  even  they  have  not  suggested  that  the 
hospitals  by  laying  off  people  have  become  less  efficient. 

The  only  time  they  

Mr.  Raxgel.  AYhen  the  mayor  starts  laying  off,  no  one  in  that  de- 
partment starts  complaining  except  the  unions  because  they  cannot  be 
fired. 

Dr.  Cohen.  The  union  people  are  being  laid  off. 

Mr.  Raxgel.  My  point  is  you  do  not  find  too  many  people,  who 
have  discretionary  contracts  and  are  vulnerable,  who  are  complain- 
ing about  the  quality  of  services  that  they  are  delivering  as  a  result  of 
the  cutbacks.  Are  the  doctors  paid  for  by  the  city  ? 

Dr.  CoHEX.  No ;  these  are  physicians  who  are  attending  staff,  who 
are  bringing  their  own  patients  in  and  billing  their  own  patients 
separately. 
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Mr.  Rangel.  I  see,  that  is  different. 
That  ends  my  questioning,  Mr.  Chairman. 
Mr.  Vanik.  Mr.  Stark. 
Mr.  Stark.  No  questions. 

Mr.  Vanik.  I  would  like  to  ask  the  panel  what  happens  if  and  when 
a  hospital  does  not  meet  its  target  budget  ?  Are  we  then  back  to  retro- 
spective reimbursements  ? 

Mr.  Forand.  We  had  several  examples  last  year  where  that  hap- 
pened, where  a  hospital  overspent  its  budget  and  then  tried  to  build 
its  new  budget  on  an  inflated  base  which  exceeded  what  we  had 
approved. 

As  a  result  and  in  order  to  assure  that  liospital  budgets  were  limited 
to  the  Maxicap  for  the  second  year,  which  was  11.5  percent,  we  had  to 
cut  some  hospitals  back  to  levels  Avhich  in  some  cases  ran  as  low  as  7 
percent  for  total  operating  expenses  this  year.  So,  in  effect,  some  hos- 
pitals were  penalized  as  a  result  of  overspending  their  budgets  be- 
cause their  increment  for  the  subsequent  year  was  reduced. 

Mr.  Vanik.  If  a  hospital  exceeds  its  budget,  for  example,  runs  out 
of  money  by  Thanksgiving,  what  alternative  does  the  public  have  ? 

Go  ahead. 

Mr.  Griftith.  Mr.  Vanik,  the  hospital  is  highly  unlikely  to  run  out 
of  money  by  Thanksgiving.  It  has  essentially  the  same  kind  of  oppor- 
tunities open  to  it  that  the  local  food  store  has  if  it  has  to  pay  more 
than  it  is  able  to  get  selling  its  food.  It  has  cash  flow  from  depreciation 
to  live  on,  it  has  the  opportunity  to  cut  back  during  the  year  to  avoid 
getting  into  a  problem  at  Thanksgiving  time,  and  it  has  an  expert  staff 
of  managers  in  most  cases  who,  despite  the  criticism  they  receive,  are 
quite  capable  of  forecasting  the  total  economic  operation  of  the  hos- 
pital to  within  half  a  percent. 

Mr.  Vanik.  If  prospective  reimbursement  systems  contain  costs  by 
setting  lower  per  diem  rates,  how  can  you  prevent  hospitals  from  ob- 
taining excessive  reimbursement  by  lengthening  the  period  of  stay  be- 
yond what  may  be  necessary  ? 

INIr.  FoR.\ND.  That  is  the  point  I  made  when  I  said  we  ousrht  to 
approve  the  total  operating  expense  budget  of  a  hospital  including 
volume,  for  example  patient  days.  If  you  don't  include  the  total  budget, 
and  limit  your  approval  to  per-diem  rates,  then  the  hospital  has  an 
incentive  to  increase  the  length  of  stay. 

Dr.  Cohen.  You  have  to  judge  the  reasonableness  of  the  budget  on 
the  case-mix,  of  adjusted  lengths  of  stay.  That  is  very  important. 

Mr.  Vanik.  In  Michigan,  where  the  large  automobile  unions  are  the 
buyers  and  set  the  limits,  do  the  providers  charge  individuals  for  any 
extra  charges  ? 

Mr.  Griffith.  No,  sir.  The  Michigan  Blue  Cross  contract  would  not 
permit  them  to  charge  the  individual. 

Mr.  Stark.  I  am  iust  curious  about  some  things  in  terms  of  occu- 
pancy rates.  Generally  you  are  talking,  I  guess,  about  Michigan  and 
Maryland.  Is  there  a  vacancy  rate  or  an  occupancy  rate  that  you  find 
throughout  the  States  ? 

Mr.  Griffith.  In  Michigan  it  would  be  possible  to  either  reduce 
the  bed  supplier  or  increase  the  use  of  hospitals  by  about  5  percent  by 
improving^  

Mr.  Stark.  Including  on  a  7-day  week  you  are  running  about  05 
percent  full  ? 
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Mr.  Griffith.  I  am  talking  about  the  difference  between  where  they 
are  now  and  what  is  technically  and  practically  achievable.  Michigan 
is  a  relatively  high-occupancy  State,  about  80  percent  occupied.  We 
believe,  and  my  bureau  has  done  specific  research  on  this  question, 
that  they  could  achieve  85  percent,  perhaps  a  little  higher,  but  not  over 
90  for  sure.  There  are  certain  reasons  they  have  to  

Dr.  CoHEx.  We  are  in  a  very  similar  position.  We  feel  that  there 
are  too  many  beds  in  the  State;  maybe  we  are  not  as  over-bedded  as 
Michigan,  but  there  is  no  question  that  there  are  selected  hospitals 
which  have  very  serious  excess  capacity  problems. 

Mr.  FoRAXD.  Another  problem,  I  think,  is  it  de^^ends  on  the  service. 
For  instance,  in  Rhode  Island  most  of  the  medical  surgical  occupancy 
levels  are  90  percent  or  higher,  but  if  you  look  at  obstetrics  and  pedi- 
atrics, you  find  occupancy  levels  as  low  as  25  or  30  percent. 

Mr.  Stark.  Is  a  hospital  prohibited  from  changing  its  mix  ?  I  mean, 
could  you  convert  one  to  the  other  ? 

Dr.  CoHEX.  In  Maryland  you  have  to  go  through  the  licensing  and 
regulation  people. 

Mr.  Stark.  Is  it  practical  ? 

Mr.  Griffith.  It  is  often  impractical,  yes. 

Mr.  Stark.  One  assumes  that  at  some  occupancy  level  everything 
above  that  is  gravy,  given  fixed  staffing  and  fixed  costs.  Is  there  any 
elasticity  in  pricing?  Does  anybody  offer  cut  rates  for  coming  in  on 
weekends,  or  can  the  hospital  that  has  an  occupancy  problem  offer  3 
days  for  the  price  of  2  ? 

Dr.  CoHEX.  We  don't  do  that,  although  often  in  our  system  wo  do 
have  an  admissions  charge  which  catches  the  very  short  stay  patients 
with  some  of  the  costs  of  having  to  set  up  his  bill,  his  medical  record, 
et  cetera.  We  have  had  several  hospitals  go  out  of  the  pediatric  busi- 
ness and  the  obstetric  business  because  we  have  set  rates  based  upon 
what  their  costs  would  be  if  they  were  effectively  utilized.  If  they 
could  not  achieve  that  effective  utilization,  we  have  said,  OK,  you 
have  certain  allocated  fixed  costs;  we  will  pick  those  up  in  the  other 
areas  and  that  will  help  the  other  hospitals,  too,  which  have  very  bad 
OB  and  pediatrics. 

One  thing,  when  you  get  into  this,  you  almost  always  hear  "If  we 
go  out  of  our  OB" — there  is  a  domino  theory  we  have,  that  if  we  go 
out  of  OB,  we  will  lose  our  gynecology  business  and  then  our  mixed 
surgery  business  and  everyone  goes.  There  are  three  hospitals  in  Mary- 
land that  have  gone  out  of  the  OB  business  in  the  past  year  and  every 
cne  has  more  gynecological  business  than  they  had  before  they  went 
out  of  OB.  So  there  is  no  question  in  my  mind  that  that  is  just  a  red 
herring. 

Mr.  Stark.  OB  can  change  to  the  general  surgery.  It  is  kind  of  hard, 
I  suppose,  for  pediatrics  to  handle  it  when  you  have  short  beds  to 
handle  some  adult-type  problems. 

Thank  you. 

Mr.  Vaxik.  I  would  like  to  ask  the  panel,  how  would  you  cate- 
gorize the  SSA  support  of  the  prospective  reimbursement  experiments  ? 

Dr.  CoHEX.  Speaking  for  Maryland,  their  support  to  us,  as  I 
mentioned,  has  been  in  the  development  of  our  methodology.  I  think 
their  dollars  were  invaluable  there.  I  think  they  obtained  about  half 
a  million  dollars  worth  at  least  for  the  $200,000  they  gave  us. 

Mr.  Vaxik.  The  benefit-cost  ratio  was  very  high  ? 
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Dr.  Cohen.  Yes ;  to  them.  I  think  I  would  like  to  see  more  willingness 
on  their  part  to  join  in  the  experiment  paying  rates.  I  think  they  are 
starting  to  evidence  that. 

Mr.  FoRAND.  We  were  one  of  a  couple  of  States  in  the  country  which 
received  an  exception  from  the  medicare  cost  principles.  In  the  experi- 
ment, we  entered  into  a  cost-sharing  arrangement  with  SSA  over  the 
3-year  period  in  which  SSA  agreed  to  pick  up  half  the  costs  of  the 
State  and  Blue  Cross  participation,  SSA  personnel  participating  in 
the  staff  discussions  and  providing  staff  expertise  relative  to  negotia- 
tion of  the  Maxicap. 

So  I  would  say  that  overall  the  relationships  between  SSA,  the 
State,  and  Blue  Cross  have  been  very  good. 

Dr.  Cohen.  Excuse  me,  Mr.  Vanik,  if  I  might.  I  might  indicate  that 
our  law  says  we  have  to  review  hospitals  individually  and  we  have 
public  hearings  on  individual  hospitals'  budgets.  I  have  invited,  for 
example  

Mr.  Vanik.  Does  the  public  participate  ? 

Dr.  Cohen.  We  hope  some  do. 

Of  those  we  have  invited,  for  example.  Legal  Aid  of  Baltimore  does 
and  Blue  Cross  of  Maryland  does.  We  have  invited  medicare  and 
medicaid,  even  if  they  are  not  going  to  pay  our  rates,  to  come  and  help 
represent  patients,  to  question  the  budget. 

That  they  have  not  done.  I  think  that  is  not  appropriate.  I  think 
even  though  they  didn't  know  whether  w^e  could  recognize  them,  they 
still,  as  a  free  rider,  paying  achieved  costs,  would  be  benefited  and  the 
public  would  be  benefited  by  their  taking  part  in  those  hearings,  and 
I  hope  they  will  do  that  even  before  they  agree  to  pay  our  rates. 

You  have  mentioned  what  goes  on  in  regulatory  agencies.  Before 
I  joined  this  industry,  I  taught  regulation.  I  think  one  of  the  main 
things  this  industry  has  going  for  it  is  at  least  the  possibility  that 
consumers  will  be  represented  in  organized  form  by  medicare,  medic- 
aid. Blue  Cross,  et  cetera,  whereas  consumers  are  not  represented  by 
anyone  before  the  CAB,  for  example. 

Mr.  Vanik.  Thank  you  very  much. 

Mr.  Griffith? 

Mr.  Grifeith.  Mr.  Chairman,  in  Michigan  there  was  an  effort  made 
by  the  State  legislature  last  year  to  impose  a  freeze  which  was  similar 
in  intent  to  the  Blue  Cross  action  on  medicaid,  and  suit  was  brought 
by  the  hospitals.  The  social  service  has  dropped  their  freeze  because 
they  don't  feel  the  suit  is  defensible  under  the  current  social  security 
legislation. 

I  believe  that  should  be  corrected.  I  believe  that  the  State  should 
be  free  to  do  that  kind  of  thing,  and  medicare  and  BHI  should  be  free 
to  do  that  kind  of  thing. 

Mr.  Vanik.  Through  modification  of  the  statute  ? 

Mr.  Griefith.  Yes,  sir,  and  whatever  other  encouragement  is 
necessary. 

Mr.  Vanik.  Now,  Mr.  Smith,  we  are  very  happy  you  are  here  with 
us.  I  was  going  to  suggest  this :  Your  statement  can  be  considered  as 
read  and  inserted  in  the  record.  You  may  read  it  in  full  or  you  may 
summarize  it. 

You  have  some  very  good  data  on  health  inflation  which  we  are  glad 
to  have.  So  you  may  proceed  in  whatever  manner  you  want. 


2l 

STATEMENT  OF  ELMER  W.  SMITH,  ASSOCIATE  COMMISSIONER  TOR 
POLICY  AND  PLANNING,  SOCIAL  SECURITY  ADMINISTRATION, 
ACCOMPANIED  BY  CLIFTON  GAUS,  DIRECTOR,  DIVISION  OF 
HEALTH  INSURANCE  STUDIES,  OFFICE  OF  RESEARCH  AND  STA- 
TISTICS, AND  MELVIN  BLUMENTHAL,  DEPUTY  DIRECTOR  OF 
POLICY,  BUREAU  OF  HEALTH  INSURANCE 

Mr.  Smith.  Thank  you.  Mr.  Chairman. 

I  will  speak  to  some  highlights  with  the  understanding  that  the 
statement  will  appear  in  the  hearing  transcript.  I  would  like  to  note 
that  accompanying  me  toda}'  are  Dr.  Clifton  Gaus  of  our  Division  of 
Health  Insurance  Studies  of  our  Office  of  Eesearch  and  Statistics, 
which  is  the  part  of  the  Social  Security  Administration  most  directly 
concerned  with  the  administration  of  these  experimental  projects  on 
prospective  reimbursement ;  and  also  Mr.  Melvin  Blumenthal,  who  is 
the  Deputy  Director  for  Policy  of  the  Bureau  of  Health  Insurance, 
which  administers  the  title  XYIII  program. 

I  would  like  to  do  two  things,  if  I  may.  One  is  place  the  subject  of 
prospective  reimbursements  in  some  perspective  as  it  relates  to  the 
control  of  health  care  costs ;  and,  second,  as  the  committee  had  sug- 
gested, indicate  what  we  have  learned  thus  far,  with  the  caveat  or 
caution  that,  of  course,  we  are  only  initially  into  prospective  reim- 
bursement experiments,  so  any  conclusions  we  have  are  highly 
tentative. 

However,  our  conclusions  are  very  consistent  with  the  judgments  of 
the  members  of  the  panel  who  have  just  testified. 

Let  me  note  that  the  problem  of  spiraling  health  care  costs  is  prob- 
ably one  of  the  most  intractable  problems  in  this  country  today  and  I 
think  it  is  recognized  by  the  fact  that  Congress  has  enacted  so  many 
different  pieces  of  legislation  trying  to  get  at  this  question  from  quite 
different  parts  of  the  health  care  delivery  system,  from  the  financing 
structure,  and  from  the  question  of  supply  of  personnel  to  provide 
health  care  services. 

To  note  just  a  few,  look  at  the  Health  Maintenance  Organization 
authority  administered  by  the  Public  Health  Service  in  HEW,  which 
is  attempting  to  work  on  prepaid  capitated  systems  which  affect  both 
the  organization  of  health  care  services  as  well  as  the  ways  they  are 
financed;  look  at  the  National  Health  Planning  and  Resources  De- 
velopment Act,  which  is  more  focused  on  the  question  of  what  are  the 
needs  for  facilities  and  services  and  how  should  they  be  distributed 
and  regulated  among  States  and  substate  regions;  and  look  at  the 
Professional  Standards  Review  Organizations,  which  are  attempting 
to  look  at  this  question  of  utilization— are  lengths  of  stay  too  long  and 
are  the  kinds  of  services  being  provided  appropriate  or  not. 

If  we  look  at  the  national  programs  for  the  support  of  training 
physicians,  nurses,  and  physician  extenders,  if  we  look  at  the  efforts 
to  develop  alternative  care  packages  for  the  support  of  home  health 
care  services  and  day  hospitals  and  a  number  of  other  activities  which 
are  going  on  at  the  present  time,  if  we  look  at  the  President's  pro- 
posals to  put  a  cap  on  increases  in  medicare  reimbursements  of  7  per- 
cent for  hospital  services  and  4  percent  for  physicians'  services,  if  we 
Jook  at  the  experience  of  the  economic  stabilization  programs  in  1972- 
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73  which  attempted  a  similar  regulatory  effort  to  put  a  cap  on  in- 
creases in  costs,  we  can  see  that  all  of  these  are  efforts  to  try  to  con- 
strain health  care  costs  and  it  is  obvious  they  all  have  a  contribution 
to  make.  At  the  same  time  we  are  still  experiencing  the  spiral  m  these 
costs,  so  the  Congress  has  tried  and  the  executive  branch  has  tried  m 
a  variety  of  ways  to  grab  hold  of  this  beast,  but  it  is  obviously  a  very 

difficult  problem.  .  .  ,  ^,  ^  j 

This  subcommittee  has  already  received  testimony,  both  today  and 
at  sessions  previously  this  year,  on  the  question  of  what  is  it  that  is 
driving  costs  up  ?  Obviously  there  are  a  variety  of  factors  and  I  will 
name  just  a  few.  ^       t  ^ 

One  is,  of  course,  the  introduction  of  new  products  and  medical 
technology — new  brain  scan  equipment,  cobalt  therapy  devices  and 
equipment  and  so  forth.  Obviously  this  is  very  expensive,  and  these 
elements  are  being  introduced  constantly  into  the  health  care  delivery 
system. 

Another  is  the  question  of  capital  costs.  Mr.  Cohen  was  speaking 
about  the  opening  of  some  new  hospitals  in  Maryland.  There  are  new 
costs. 

We  have  the  increasing  salary,  wage  and  professional  fee  costs. 
Again  this  is  a  very  labor-intensive  industry  and  these  are  very 
important. 

We  have  the  question  of  greater  per-capita  utilization  of  health 
care  services,  which  we  are  experiencing. 

These  are  just  a  few  of  the  factors.  Therefore,  the  question  of  hoAv 
one  controls  or  constrains  health  care  costs  would  have  to  presumably 
move  along  a  variety  of  lines,  not  just  one  single  line  or  one  single 
device. 

Now  I  don't  mean  by  that  statement  to  suggest  that  there  is  no  rule 
to  be  played  by  the  prospective  reimbursement  or  prospective  budget- 
ing technique,  but  I  merely  stated  this  to  put  in  perspective  that  it 
alone  probably  cannot  totally  solve  the  problem  of  increasing  health 
care  costs. 

We  have  looked  at  what  is  being  done  at  the  present  time  and  have 
some  conclusions  or  some  learnings  from  the  experiments  that  others 
have  conducted  before  the  medicare  program  began  to  participate 
in  the  experiments.  We  have  also  been  learning  from  the  projects  in 
which  we  have  been  participating.  We  think  there  are  several  key 
elements  which  have  come  to  the  fore.  These  have  generally  been  men- 
tioned by  the  other  members  of  the  panel. 

One  is  that  it  is  very  important  in  these  systems  to  have  uniform 
accounting,  budgeting,  and  recording  systems  so  that  you  can,  in  fact, 
make  comparisons  and  deal  with  the  understanding  that  you  are  treat- 
ing like  things  in  a  similar  manner  within  the  framework  of  your 
prospective  budgeting  system. 

Another  is  the  importance  of  coordinating  to  the  maximum  extent 
possible  health  planning  authorities  and  agencies  with  ratesetting 
authorities  and  agencies.  This  can  be  done  a  variety  of  ways.  The  new 
National  Health  Planning  and  Resources  Development  Act  suggests  a 
model  where  there  is  a  total  integration  of  the  ratesetting  and  health 
planning  authorities  so  that  questions  of  issuing  certificates  of  need 
for  expansion  of  existing  facilities  or  for  establishment  of  services 
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will  be  considered  by  the  same  agency  which  is  also  establishing  the 
rates. 

In  other  instances  the  ratesetting  and  the  health  planning  authori- 
ties can  be  separate  organizationally,  but  obviously  there  has  to  be 
close  coordination  either  within  the  State  or  locally  between  those  two 
authorities  and  the  activities  that  they  are  undertaking.  It  w^ould  be 
senseless  for  one  part  of  the  official  establishment  to  be  authorizing 
essentially  tremendous  expansion  while  another  was  trying  to  hold 
down  costs  on  the  ground  that  perhaps  some  of  this  either  was  not 
needed  or,  in  any  event,  was  certainly  helping  to  fuel  the  fires  of  infla- 
tionary increases. 

Third,  we  believe  that  the  focus  should  be  on  total  costs  of  the  hos- 
pitals rather  than  just  per-diem  costs.  We  have  found,  for  example,  in 
one  of  the  experiments  in  Xew  York  State  that  when  there  are  tight 
controls  on  per-diem  costs — again,  and  I  think  this  is  only  reasonable 
in  some  respects  on  the  part  of  hospital  administrators  and  those  who 
provide  the  service — there  is  a  tendency  to  expand  the  length  of  stay 
in  order  to  spread  those  costs  out :  so,  the  reductions  in  total  costs  in 
the  Xew  York  experiments,  although  there  was  some  constraint,  were 
not  as  great  as  the  reductions  in  the  per-diem  costs  because  some  of  it 
was  caught  up  by  the  increasing  lengths  of  stay. 

So  the  focus  should  be  on  total  costs  and  not  just  on  per-diem  costs. 
Then  I  think  we  have  come,  perhaps  slowly,  but  nevertheless  we  have 
come  to  a  point  where  we  agree  again  with  the  panel  members  that  to 
tlie  maximum  extent  possible  our  participation  in  the  prospective  re- 
imluirsement  experiments  should  be  in  a  setting  where  basically  all 
major  financiers  are  included  within  the  system.  That  is,  Blue  Cross, 
the  com.mercial  insurers,  medicare  and  medicaid  should  to  the  maxi- 
mum extent  possi]:)le  be  participating  in  the  same  system.  Otherwise 
you  do  get  the  sliifting,  as  Mr.  Forand  pointed  out,  or  attempted  shift- 
ing fi'om  one  financier  to  another. 

Finally,  we  would  say  that,  although  they  have  had  apparently  very 
fine  experiences  in  Ehode  Island  in  gettino-  voluntary  participation  in 
tlieir  Maxicap  system,  the  evidence  would  seem  to  point  to  the  fact 
that  these  systems  generally  across  the  country  are  not  going  to  work 
unless  there  is  mandatory  participation  required  of  the  providers. 
Otherwise,  if  you  do  not  have  this  mandatory  participation,  you  will 
get  a  deofree  of  what  in  insurance  terms  is  called  advei^e  selection, 
that  is,  these  people  who  will  benefit  in  some  way  or  other  are  going  to 
opt  in,  and  those  who  will  not  are  goins:  to  opt  out,  and  I  think  we  have 
seen  in  at  least  one  experiment  in  the  State  of  Connecticut  that,  in  fact, 
was  the  case. 

I  think  that  at  this  stage  I  would  just  ask  the  subcommittee  if  it  has 
any  questions.  We  would  be  glad  to  go  along  any  particular  line  in 
winch  your  questions  would  lead  us. 

[The  prepared  statement  follows:] 

Statement  of  Elmer  W.  Smith,  Associate  Commissioner,  Policy  and 
Planning,  Social  Security  Adisiinistration 

Mr.  Chairman,  members  of  the  subcommittee,  thank  you  for  the  opportunity 
to  testify  on  the  status  of  Medicare  research  and  demonstration  projects  in  the 
field  of  prospective  reimbursement  for  hospital  services. 

The  emphasis  on  prospective  reimbursement  experimentation  in  recent  years 
haM  been  a  response  to  the  unprecedented  escalation  in  health  care  costs  which 
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has  occurred  over  the  last  decade  or  so.  Health  expenditures  were  just  slightly 
over  $38.9  billion  in  1965,  accounting  for  5.9  percent  of  the  gross  national  product. 
By  1975  the  Nation's  health  bill  had  reached  $118.5  billion,  or  8.3  percent  of  the 
gross  national  product.  In  spite  of  regulatory  and  other  efforts  (such  as  imposi- 
tion of  the  Economic  Stabilization  Program  controls),  medical  care  prices  have 
continued  to  rise  at  rates  well  in  excess  of  the  overall  cost  of  living.  For  the 
calendar  year  just  ended,  the  medical  care  component  of  the  Consumer  Price  In- 
dex increased  by  10  percent  versus  a  7  percent  increase  in  the  general  CPI. 

Health  care  costs  are  rising  even  faster  for  the  aged  and  the  disabled.  For 
example,  in  fiscal  year  1975,  health  expenditures  for  persons  age  65  and  over 
rose  18  percent,  as  compared  with  an  11.4  percent  increase  in  1974.  The  effects  of 
these  rising  medical  care  prices  on  Medicare  outlays  alone  are  quite  apparent 
and  disturbing.  By  fiscal  year  1977,  Medicare  outlays  are  expected  to  exceed 
$21.9  billion — a  $4.2  billion  increase  over  fiscal  year  1976  expenditures. 

Although  prices  are  rising  in  every  area  of  the  health  care  industry,  it  is  clear 
that  expenditures  for  hospital  care  account  for  the  largest  share  of  costs,  and 
that  these  costs  show  the  greatest  percentage  increase  from  year  to  year. 
Roughly  40  percent  of  all  personal  health  care  expenditures  are  for  hospital  care, 
and  within  the  Medicaid  program  such  expenditures  constitute  75  percent  of 
total  program  costs.  In  fiscal  year  1975  alone,  hospital  semi-private  room  charges 
increased  by  16.4  percent. 

Previous  testimony  before  this  Subcommittee  has  indicated  that  the  driving 
forces  behind  the  cost  increases  in  this  area  are  the  introduction  of  new  and 
more  sophisticated  medical  technology,  greater  per  capita  utilization  of  services, 
the  ever-rising  cost  for  the  professional,  paraprofessional,  blue  collar,  and  cleri- 
cal staffs  of  hospitals ;  capital  expenditures ;  and  similar  factors.  Thus,  no  single 
approach  in  and  of  itself  is  likely  to  be  wholly  effective  in  constraining  health 
care  costs.  Instead,  a  truly  effective  cost-containment  system  must  include  a 
combination  of  reimbursement  approaches — for  example,  strengthened  planning 
and  "certificate  of  need"  processes,  adoption  of  more  uniform  accounting  and 
reporting  systems,  and  improved  rate-setting  mechanisms.  Experimentation  with 
these  and  other  reimbursement  approaches  is,  of  course,  a  particularly  valuable 
and  promising  area  of  research. 

As  provided  in  the  original  Medicare  legisaltion,  reimbursement  to  hospitals 
and  other  providers  is  made  on  the  basis  of  "reasonable  costs."  Tliese  costs  are 
determined  on  a  retrospective  basis  by  application  of  complex  formulae  to  prior- 
year  cost  reports.  The  formulae  take  into  account  costs  attributable  to  services 
provided  to  Medicare  beneficiaries,  including  costs  for  plant  and  equipment, 
labor,  supplies,  etc. 

Not  long  after  the  Medicare  program  was  implemented,  Congress  recognized 
the  need  to  experiment  with  other  methods  of  reimbursement  as  possible  alterna- 
tives to  the  "reasonable  cost"  concept.  Under  section  402  of  the  Social  Security 
Amendments  of  1967,  the  Congress  authorized  experiments  with  various  incen- 
tive reimbursement  approaches.  These  experiments  involved  a  variety  of  attempts 
to  stimulate  and  encourage  hospitals  to  economize  in  their  expenditures.  The 
main  problems  with  the  incentive  reimbursement  approach  were  that  hospitals 
participated  on  a  voluntary  basis  and  that  incentive  payments  and  penalties  were 
assessed  retrospectively.  Under  these  conditions,  hospitals  which  expected  to 
benefit  under  the  experiments  stayed  in  the  experiment,  while  those  who  expected 
penalties  dropped  out.  Thus,  the  incentive  systems  had  very  little  influence  on 
the  behavior  of  administrators,  physicians,  and  others  providing  services  in 
hospitals. 

The  Congress  later  amended  title  XVIII  to  provide  for  prospective  reimburse- 
ment demonstrations  under  section  222  of  the  Social  Security  Amendments  of 
1972.  An  impetus  to  the  granting  of  this  authority  was  the  fact  that  a  great  deal 
of  experimentation  in  this  area  was  going  on  without  Federal  involvement.  Con- 
sequently, before  the  Social  Security  Administration  embarked  upon  its  own 
experiments,  it  decided  to  review  systems  already  in  place  in  order  to  determine 
where  it  should  concentrate  Medicare  resources. 

To  place  the  Medicare  experiments  in  perspective  I  should  note  that  there  are 
currently  26  prospective  reimbursement  systems  in  existence  in  22  States.  These 
systems  are  fairly  substantial,  involving  about  25  percent  of  the  Nation's  hospi- 
tals. These  systems  also  take  a  variety  of  forms.  Eight  States  have  established 
public  rate-setting  authority  which  approve  prospective  rates  and  review  requests 
for  modification  of  those  rates.  In  three  of  these  States  special  commissions  have 
been  specifically  organized  to  perform  these  functions.  In  the  remaining  five,  this 
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same  power  is  vested  in  previously  existing  public  agencies  such  as  State  health 
departments. 

In  addition  to  the  eight  State  review  systems,  16  of  the  74  Blue  Cross  plans  are 
sponsoring  prospective  reimbursement  systems.  In  two  States  such  systems  oper- 
ate along  with  State  programs.  In  two  other  States,  non-profit  corporations  have 
been  established  under  the  sponsorship  of  State  hospital  associations  to  set  pro- 
si>ective  rates  on  a  voluntary  basis. 

As  you  can  see  prospective  reimbursement  systems  vary  in  their  political,  or- 
ganizational, technical,  and  regulatory  aspects.  A  generic  definition  which  could 
cover  all  of  these  systems  is  that  prospective  reimbursement  is  a  process  which 
establishes  the  rate  of  payment  in  advance  of  the  period  for  which  the  rate  is 
paid. 

Generally  an  attempt  is  made  in  establishing  these  prospective  rates  to  build 
in  either  incentives  which  encourage  more  economical  practice  on  the  part  of 
providers  or  at  a  minimum  to  constrain  provider  cost  increases  below  that  which 
would  othenA'ise  be  obtained.  In  either  case,  the  system  includes  risk  factors— 
namely,  if  the  provider  spends  less  than  the  prospectively  set  rate  it  keeps  all 
or  part  of  the  savings,  or  if  its  costs  exceed  the  rate,  it  will  have  to  absorb  the 
loss. 

Since  SSA  entered  a  field  in  which  a  great  deal  of  effort  was  already  underway, 
it  decide<l  to  proceed  on  a  step-by-step  basis.  First  we  decided  to  find  out  specifi- 
cally what  was  already  happening  in  the  field.  A  contract  was  let  with  the  Har- 
vard University  to  develop  descriptive  case  studies  of  11  operating  prospective 
reimbursement  systems.  These  case  studies  broadened  our  understanding  of  pro- 
spective reimbursement  and  provided  the  groundwork  for  specific  developmental 
and  demonstration  projects.  The  summaries  of  these  case  studies  have  been  widely 
distributed  to  individuals,  legislators,  organizations,  and  others  interested  in 
cost  containment.  Copies  also  have  been  provided  the  Subcommittee  staff. 

The  .second  step  we  took  was  to  evaluate  more  intensively  seven  existing  pro- 
spective reimbursement  systems.  These  evaluations  included  systems  operating 
in  western  Pennsylvania,  upstate  New  York,  downstate  New  York,  New  Jersey, 
Rhode  Island,  Indiana,  and  Michigan.  Reports  have  been  received  on  five  of  these 
evaluations.  Results  from  Indiana  and  Michigan  will  not  be  available  until  the 
end  of  this  calendar  year. 

These  evaluations  were  conducted  by  outside  experts  and  involved  complex 
economic  and  statistical  methodology.  The  results  of  all  the  evaluations  point 
in  the  same  direction.  That  is,  prospective  reimbursement  systems  seem  to  slow 
the  increase  in  costs,  but  some  systems  are  more  effective  in  constraining  health 
care  costs  than  others  and  the  impact  is  not  always  the  same  in  each  hospital. 
In  addition,  the  amount  of  savings  that  can  be  attributed  to  prospective  reim- 
bursement in  these  cases  is  small  relative  to  the  trend  in  total  increases. 

Some  systems,  for  example  that  of  Blue  Cross  of  Western  Pennsylvania,  are 
complicated  and  expensive  to  operate  for  only  a  few  hospitals  so  that  the  benefits 
obtained  were  in  part  outweighed  by  the  cost  and  complexity  of  the  system  itself. 
When  expanded  to  more  hospitals,  such  a  system  might  prove  cost  effective. 
Other  systems,  for  example  in  New  Jersey  and  Rhode  Island,  constrained  costs 
below  levels  which  would  otherwise  have  been  achieved  but  only  by  small  mar- 
gins. One  particularly  interesting  element  is  that  the  system  used  in  New  York 
State,  which  does  not  depend  upon  budget  reviews  but  instead  upon  a  formula 
which  updates  base  year  costs  with  a  trend  factor  related  to  general  economy 
inflation  factors,  achieved  different  results  in  upstate  New  York  than  it  did 
from  downstate  New  York.  Since  the  New  York  system  was  operated  by  many 
different  Blue  Cross  plans  within  the  State,  there  is  some  suggestion  that  the 
administration  of  the  system  may  importantly  impact  on  the  question  of  cost 
constraints.  In  upstate  New  York  there  were  relatively  minor  savings  experienced, 
that  is,  less  than  1  percent  per  year,  but  in  downstate  New  York  the  system 
produced  more  significant  savings  in  costs  per  day  and  costs  per  case. 

Overall,  then,  we  can  say  that  prospective  reimbursement  systems  generally 
exert  a  modest  downward  effect  on  hospital  costs  and  that  some  systems,  such  as 
those  in  New  York,  can  be  more  effective  in  achieving  this  result  than  others. 
In  the  area  of  quality,  there  was  no  evidence  from  any  of  the  evaluators  that 
prospective  reimbursement  had  caused  any  discernible  deterioration  in  the  quality 
of  care.  One  qualification  should  be  mentioned  in  all  of  these  findings.  Since  the 
number  of  hospitals  and  reductions  in  cost  levels  are  small  in  most  cases,  the 
results  do  not  always  pass  rigorous  statistical  tests  for  significance,  and  thus 
our  findings  must  be  interpreted  with  caution.  This  also  points  up  the  need  for 
additional  evaluations  and  improved  evaluation  methodologies. 
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Against  this  backdrop,  SSA,  of  course,  has  continued  to  experiment  with  other 
reimbursement  systems.  Therefore  the  third  step  we  took  was  to  i>articipate 
in  actual  demonstration  projects.  Medicare  is  currently  paying  prospective  rates 
in  three  such  projects.  These  include  an  expansion  of  the  budget  review  program 
administered  by  Blue  Cross  of  Western  Pennsylvania,  a  single  system  is  South 
Carolina  which  combines  budget  review,  management  engineering  and  financial 
planning,  and  a  program  in  Rhode  Island  which  establishes  a  statewide  "maxi 
cap"  limitation  on  allowable  increases  in  total  hospital  operating  costs. 

In  all  three  projects,  SSA  has  participated  by  covering  part  of  the  administra- 
tive costs  as  well  as  waiving  Medicare  principles  of  reimbursement  which 
otherwise  control  reimbursement  under  Title  XVIII.  Furthermore,  Social 
Security  is  proceeding  under  both  the  section  222  authority  as  well  as  section 
1526  of  the  Public  Health  Service  Act  (as  amended  by  the  National  Health 
Planning  and  Resources  Development  Act  of  1974)  to  experiment  with  par- 
ticipation in  Statewide  rate  setting  models.  The  first  of  these  projects  involves 
participation  with  the  Maryland  Health  Services  Cost  Review  Commission.  The 
thrust  of  this  particular  demonstration  is  to  provide  across-the-board  participa- 
tion with  other  third-party  payers  in  a  mandatory  State  rating-setting  effort. 
The  Social  Security  Administration  is  continuing  to  support  developmental  efforts 
to  strengthen  this  system  and  anticipates  paying  for  at  least  one  year  of  pro- 
spective rates  established  by  the  Commission,  once  they  are  operating  Statewide. 

In  addition,  we  have  14  proposals  currently  under  consideration.  These  pro- 
posals were  all  developed  as  a  response  to  a  special  project  invitation  in  Septem- 
ber 1975,  based  on  over  a  year  of  developmental  work  in  SSA.  We  solicited  pro- 
posals from  prospecitve  reimbursement  systems  already  under  way,  or  from 
States  and  organizations  interested  in  developing  prospective  rate-setting  sys- 
tems. In  January  we  received  five  proposals  offering  to  implement  prospective 
rate-setting  systems  and  nine  proposals  to  develop  such  systems.  These  are  now 
under  review  for  technical  acceptability,  and  we  hope  to  be  able  to  fund  a 
number  of  these  projects  by  September  30  of  this  year. 

As  I  had  indicated  earlier,  approaches  to  constraint  of  health  care  costs  must 
take  a  variety  of  routes.  In  addition  to  the  specific  proposals  that  we  are  pre- 
paring to  fund,  we  have  been  working  on  a  number  of  other  techniques  and  pro- 
cedures to  assist  insurers  and  providers  to  contain  health  care  costs.  The  first  of 
these  is  the  development  of  uniform  accounting  and  statistical  systems  required 
by  section  1533(d)  of  the  Public  Health  Service  Act.  Both  under  contract  and 
with  our  own  staff  we  are  completing  a  uniform  chart  of  accounts  which  will 
soon  be  sent  to  providers  in  the  field  for  comment.  We  are  also  currently  at  work 
on  the  development  of  a  uniform  classification  system  for  health  care  providers 
and  a  statistical  and  financial  reporting  system  for  those  providers. 

Time  does  not  permit  me  to  discuss  all  of  the  projects  we  have  under  way  in 
prospective  reimbursement.  In  total,  we  expect  to  have  in  place  over  $10  million 
of  prospective  reimbursement  projects  by  September  30. 

In  fiscal  year  1977,  the  President's  budget  will  permit  a  stei>-up  of  these 
activities.  Funds  would  be  used  both  from  the  Medicare  trust  funds  for  these 
projects  and  also  from  general  revenue  appropriations  which  have  been  re- 
quested to  specifically  fund  projects  authorized  under  sections  1526  and  1533(d) 
of  the  Public  Health  Service  Act.  This  latter  act  authorizes  the  participation  in 
models  which  combine  rate  setting  functions  and  health  planning  functions  in 
the  same  State  agency.  We  feel  this  authority  is  particularly  important  because 
it  recognizes  the  important  role  of  health  planning  to  rate  regulation  and  cost 
control. 

Although  our  efforts  to  participate  in  prospective  reimbursement  systems  are 
only  partially  under  way,  we  already  believe  that  there  are  certain  lessons  we 
have  learned.  Drawing  from  our  evaluations  and  ongoing  demonstrations  and 
experiments,  we  believe  that  there  are  at  least  five  elements  which  are  critical 
to  the  successful  operation  of  an  effective  and  equitable  prospective  rate  setting 
system. 

First,  it  is  necessary  for  hospitals  in  any  rate  setting  system  to  submit  uniform 
budget  and  accounting  information  for  the  period  for  which  the  prospective  rates 
are  to  be  set.  Second,  any  system  should  coordinate  health  planning  and  rate 
setting  functions,  be  it  through  agreements  of  the  respective  organizations  or 
through  an  integrated  organizational  model  such  as  envisioned  under  the  Na- 
tional Health  Planning  and  Resources  Development  Act. 

The  third  critical  element  is  to  ensure  that  a  prospective  payment  system 
focuses  not  only  on  per  diem  cost  but  rather  on  total  hospital  expenditures. 
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includin.?  utilization  factors.  We  have  found  that  only  a  slight  increase  in  hos- 
pital utilization  can  offset  the  entire  economies  from  reducing  per  diem  costs. 
Fourth,  we  believe  that  prospective  payment  systems  will  not  be  fully  viable 
unless  they  include  all  payers.  This  means  that  wherever  possible  we  are  encour- 
aging and  participating  in  prospective  payment  systems  that  include  other  third- 
party  payers  such  as  Medicaid.  Blue  Cross,  and  commercial  insurers.  Finally,  our 
experience  has  taught  us  that  significant  cost  savings  in  hospitals  will  not  come 
about  on  purely  a  voluntary  basis.  Thus  any  system  of  the  future  will  need  to  be 
mandatory  in  some  degree.  "We  are  exploring  a  number  of  alternatives  here,  short 
of  a  complete  Federal  or  State  takeover  of  the  rate-setting  function. 

In  conclusion,  we  think  that  we  are  learning  much  that  will  guide  future 
legislative  decisions  in  this  area,  but  do  not  believe  our  Rt&D  effort  has  produced 
enough  information  yet  to  recommend  at  this  time  a  specific  model  or  models  for 
general  adoption. 

In  the  interim,  however,  we  believe  that  the  potential  impact  of  prospective 
reimbursement  systems  is  sufficiently  great  that  it  does  warrant  increased  and 
continued  investment  of  Federal  dollars  for  R&D.  We  welcome  the  interest 
of  Congress,  and  are  prepared  to  discuss  any  questions  you  may  have  to  the  best 
of  our  ability. 

Accompanying  me  today  is  Dr.  Clifton  Gaus,  who  is  the  Director  of  the  Division 
of  Health  Insurance  Studies  of  our  Office  of  Research  and  Statistics.  Dr.  Gaus 
and  his  staff  are  directly  involved  in  the  development,  review,  and  monitoring 
or  our  experimental  and  demonstration  projects  in  the  area  of  prospective  reim- 
bursement systems.  Both  of  us  are  available  to  answer  your  questions. 

^Ir.  Vaxik.  In  your  full  statement,  on  pa^fe  5.  you  talk  about  the  26 
prospective  reimbursement  systems  in  existence.  How  many  are  fi- 
nanced by  SS  A  or  HEW  ? 

Dr.  Gaus.  I  don't  have  the  precise  numbers,  but  I  would  estimate 
wo  are  participating  with  actual  reimbursement  in  three  of  those.  We 
are  proyidinir  financial  support  to  improve  the  systems,  but  not  yet 
payinof  in  those  systems,  in  I  would  estimate,  another  two  or  three. 
Most  of  these  26  systems  were  established  some  time  before  our  pro- 
irram  had  really  beofun  to  o-row. 

:Mr.  Vaxik.  You  talJv  about  the  eight  States  which  have  established 
a  public  ratesettinof  authority.  Are  those  operational  or  in  planning? 

Dr.  CxArs.  Xot  all  of  them  are  operational.  In  fact,  I  think  only 
about  half  of  them  are  operational.  We  have  recently  asked  the  Gov- 
ernors of  all  of  the  States,  in  fact,  not  only  those  that  have  systems  but 
where  the  States  are  planning  to  develop  systems,  to  submit  proposals 
to  us,  both  operational  proposals  and  developmental  proposals. 

We  have  received  proposals  from  three  States  to  go  operational- 
three  States  that  are,  in  fact,  now,  or  within  6  months  will  be  opera- 
tional. That  is  in  addition  to  Mar^'land,  which  was  submitted  to  us 
earlier. 

Mr.  Vaxik.  Doctor,  you  also  said  in  the  8  States'  review  systems,  16 
of  the  74  Blue  Cross  plans  are  sponsoring  prospective  reimbursement 
systems,  and  you  say  in  2  other  States  nonprofit  corporations  have  been 
established  to  set  prospective  rates  on  a  voluntary  basis. 

Now,  what  good  is  that  ? 

Dr.  Gaus.  As  I  think  Mr.  Smith  indicated,  we  are  cautious  about 
those,  and  the  voluntary  plans,  we  think,  have  not  shown  the  signifi- 
cant types  of  savings  that  those  plans  which  contain  some  mandatory 
elements  have  shown. 

The  only  voluntarv^  ones  that  we  are  participating  in  are  western 
Pennsylvania  and  South  Carolina  at  this  point,  in  addition  to  Rhode 
Isjand.  Our  plans  are  not  to  expand  greatly  our  acti^^ties  in  that  area 
W  e  are  lookmg  more  toward  the  mandatory-type  systems  to  exoeri- 
ment  with.  ^  x     ,/  r 
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Mr.  Vanik.  If  25  percent  of  the  hospitals  are  using  some  form  of 
prospective  reimbursements,  why  is  there  still  so  much  inflation? 

Dr.  Gaus.  I  think  that  is  in  part  because  a  number  of  those  systems 
are  voluntary,  a  number  of  the  systems  are  in  the  very  early  years  of 
development,  and  it  is  a  rather  new  concept.  Most  of  these  systems  were 
established  in  the  last  3  or  4  years,  with  the  exception  of  a  very  few 
that  have  been  operating  for  10  years  or  so. 

Mr.  Vanik.  On  page  7,  you  talk  about  the  contract  that  was  made 
with  Harvard  University.  Can  you  tell  us  when  that  was  made? 

Dr.  Gaus.  It  was  made  approximately  3  years  ago.  I  can  give  you 
an  exact  date  on  that. 

Mr.  Vanik.  That  is  close  enough. 

Dr.  Gaus.  It  was  approximately  3  years  ago. 

Mr.  Vanik.  The  point  I  am  making  is  that  it  was  1%  years  after  the 
amendments  were  passed,  and  that  is  one  of  the  lags  that  concerns  us 
as  we  look  over  the  program. 

Gn  page  8  you  talk  about  taking  a  second  step  to  evaluate  more 
intensively  seven  existing  prospe<;tive  reimbursement  systems.  Again 
my  question  is.  beginning  when  ? 

*Dr.  Gaus.  About  22  months  ago,  and  they  are  now  in  their  comple- 
tion stages.  In  fact,  all  of  them  are,  and  we  didn't  cover  that  in  the 
oral  testimony.  In  the  written  statement  we  do  have  some  results  from 
those  evaluations. 

Mr.  Smith.  You  are  suggesting  a  summary  statement  of  the  sum- 
mary evaluations  for  each  project? 

Mr.  Vanik.  Yes,  I  think  we  ought  to  have  that  because  of  our 
concern. 

[Summary  statement  requested  follows :] 
Results  of  Hospital  Prospective  Reimbursement  in  the  United  States 

( By  Clifton  R.  Gaus  and  Fred  J.  Hellinger.  Division  of  Health  Insurance  Studies, 
Office  of  Research  and  Statistics,  Social  Security  Administration) 

(Studies  were  conducted  in  western  Pennsylvania,  New  Jersey,  Rhode  Island, 
Indiana,  Michigan,  upstate  Xew  York  and  downstate  New  York.  Results  of  the 
studies  in  five  of  the  seven  systems  are  shown  below.  The  Michigan  and  Indiana 
studies  will  not  be  concluded  until  the  end  of  calendar  year  1976.) 

methodologies 

The  primary  concern  of  the  evaluations  was  to  determine  the  impact  of  the 
prospective  payment  system  on  the  cost  of  hospital  care.  In  order  to  determine 
the  effectiveness  of  a  prospective  payment  system,  we  must  know  what  would 
have  been  the  behavior  of  hospitals  in  the  absence  of  a  prospective  rate  system. 
There  are  two  procedures  which  may  be  used  to  isolate  and  estimate  the  effect 
of  prospective  reimbursement :  First,  we  may  compare  for  a  single  State  the  rate 
of  increase  of  hospital  costs  before  and  after  the  implementation  of  a  prospective 
rate  experiment ;  and  second,  we  may  compare  the  rate  of  increase  of  hospital 
costs  in  a  State  with  a  prospective  rate  system  (experimental  group)  with  the 
rates  of  increase  in  comparable  hospitals  in  a  State  lacking  a  prospective  rate 
system  (a  control  group) . 

Both  of  these  methods  have  drawbacks.  The  "before  and  after"  approach  does 
not  consider  the  effects  of  factors  other  than  the  prospective  payment  system 
which  may  have  changed  during  the  period.  For  example,  if  a  prospective  pay- 
ment system  were  operational  during  the  same  period  as  the  Economic  Stabiliza- 
tion Program,  it  would  not  be  possible  to  separate  the  differential  impacts  of 
each  program  through  a  time-series  analysis  of  data  obtained  from  a  single 
State  even  though  the  data  included  observations  from  before  and  after  the 
implementation  of  the  prospective  rate  program.  In  each  State  under  study  the 
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prosi)ective  rate  experiment  was  operational  during  the  same  interval  of  time 
as  the  Economic  Stabilization  Program  (ESP).  Consequently,  it  is  necessary  to 
compare  hospitals  from  different  States  in  order  to  control  for  the  existence  of 
the  wage  and  price  controls. 

Interstate  comparisons  between  hospitals,  however,  implicitly  assume  that  the 
different  States  possess  comparable  environments.  Since  the  control  groups  in 
these  evaluations  are  used  to  illustrate  what  would  have  occurred  in  the  experi- 
mental group  in  the  absence  of  a  prospective  rate  program,  it  is  important  to 
select  control  hospitals  in  a  State  which  has  similar  market  characteristics  and 
similar  standards  for  medical  practice.  Each  evaluator  selected  a  control  group 
of  hospitals  and  employed  both  an  interstate  analysis  using  data  from  the  ex- 
perimental and  control  areas  and  a  "before  and  after"  study  of  data  from  the 
experimental  State. 

Cost  function  analysis  was  used  to  isolate  and  estimate  the  impact  of  pro- 
spective reimbursement  in  both  regressions  involving  single  State  time-series 
data  (before  and  after  analysis)  and  in  regressions  which  included  data  from 
the  prospective  reimbursement  State  and  control  State.  The  use  of  cost  function 
analysis  allowed  us  to  control  for  factors  other  than  the  reimbursement  mecha- 
nism' which  effect  hospital  costs  (e.g.,  output  levels,  casemix  intensity,  occu- 
pancy rate,  etc.).  Several  evaluators  accounted  for  the  existence  of  a  prospec- 
tive reimbursement  program  through  the  inclusion  among  the  independent  vari- 
ables of  a  prospective  reimbursement  diehotomous  variable.  The  prospective  re- 
imbursement variable  was  set  equal  to  1  for  hospitals  which  participated  in  the 
experiment  and  0  for  those  not  in  the  prospective  reimbursement  system.  An 
alternative  measure  of  prospective  reimbursement  employed  in  three  evaluations 
was  to  represent  the  influence  of  prospective  reimbursement  through  a  variable 
measuring  the  proportion  of  the  revenue  received  by  a  hospital  which  is  subject 
to  the  prospective  rate.  In  most  experiments,  the  prospective  rate  was  applicable 
to  Blue  Cross  and  Medicaid  patients.  Medicare  continued  to  reimburse  on  the 
basis  of  costs  in  all  areas  and  commercial  insurers  paid  charges  usually  outside 
the  control  of  the  prospective  reimbursement  system. 

EMPIRICAL  RESULTS 

The  presentation  of  the  empirical  results  of  each  evaluation  will  be  preceded 
by  a  brief  description  of  the  organization  and  scope  of  the  prospective  reimburse- 
ment programs  under  evaluation. 

WESTERN  PENNSYLVANIA 

The  Blue  Cross  of  Western  Pennsylvania  (BCWP)  has  initiated  and  partici- 
pated in  numerous  innovative  experiments  in  the  field  of  reimbursement  during 
the  past  25  years.  Beginning  in  1950,  the  BCWP  categories  hospitals  in  order  to 
maximum  limits  for  per  diem  reimbursements.  The  involvement  and  commit- 
ment of  the  BCWP  to  experimentation  with  new  payment  mechanisms  was  ex- 
emplified by  the  implementation  in  July  1971  of  a  prospective  payment  experi- 
ment. Five  hospitals  from  rural  Western  Pennsylvania,  one  of  which  is  a  re- 
habilitation center,  volunteered  for  the  experiment.  In  July  1974,  the  system 
was  included  as  an  option  for  all  Western  Pennsylvania  hospitals  and  11  hos- 
pitals entered  the  experiment. 

The  approved  per  diem  rate  for  each  hospital  is  derived  hy  the  BCWP  from 
data  for  the  current  and  the  base  year.  (The  base  year  is  two  years  before  the 
year  of  the  prospective  rate  and  one  year  before  the  current  year.)  Initially, 
expenses  for  the  base  year  are  divided  into  operating  and  non-operating  expenses 
because  the  formula  restrictions  apply  solely  to  operating  expenses.  Base  year 
operating  expenses  are  divided  into  three  categories:  (1)  general  operations — 
routine  services,  (2)  general  inpatient  care — ancillary  services,  and  (3)  other 
expenses  including  outpatient  services. 

In  order  to  derive  the  allowable  current  year  operating  expenses,  the  base  year 
general  operations  expenses  per  bed,  general  inpatient  care  expenses  per  day,  and 
other  expenses  are  compared  with  the  corresponding  values  for  these  categories 
for  the  current  year.  The  allowable  current  year  operating  expenses  are  deter- 
mined using  the  lower  of  the  hospital's  or  the  composite  rate  of  change  for  each 
category.  The  composite  rate  of  change  for  this  step  is  the  average  rate  of  change 
for  the  hospital  over  the  past  three  years  plus  the  average  rate  of  change  for  the 
hospital's  group  divided  by  two.  (Hospitals  are  assigned  to  a  group  by  the 
BCWP  according  to  their  location,  teaching  status,  and  bed  size.) 
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After  determining  the  allowable  current  year  operating  expenses,  these  ex- 
penses are  divided  into  7  natural  expense  categories  (salaries,  fees,  food,  drugs, 
utilities,  maintenance,  and  other).  The  budgeted  per  diem  value  for  each  of  these 
7  categories  is  compared  to  an  estimate  of  each  category's  expense  derived  by 
applying  the  expected  inflation  rate  obtained  from  data  from  the  Bureau  of  Labor 
Statistics  (BLS).  And,  again,  the  allowable  rate  of  increase  is  determined  by 
using  the  lower  of  the  hospital's  or  the  composite  rate  of  change  for  each  cate- 
gory. The  composite  rate  for  this  calculation  is  obtained  by  adding  the  budgeted 
increase  for  each  category  and  the  expected  increase  due  to  inflation  and  divid- 
ing by  two. 

The  approved  per  diem  rate  is  obtained  by  summing  the  approved  operating 
per  diem  rate  and  the  approved  non-operating  per  diem  rate  (non-operating 
expenses  are  reviewed  and  approved  by  the  BCWP,  but  not  subject  to  any  maxi- 
mum formula.)  In  addition,  total  hospital  expenditures  are  adjusted  retroac- 
tively. Total  reimbursement  is  limited  based  on  a  comparison  of  the  hospital's 
per  diem  cost  to  that  of  its  group.  The  maximum  reimbursable  cost  per  patient 
day  for  each  hospital  is  set  at  a  level  which  is  12  percent  above  the  group  mean 
cost  per  patient  day. 

The  evaluators  analyzed  data  from  fiscal  years  1971-74  and  concluded  that  the 
five  hospitals  which  participated  in  the  experiment  registered  smaller  increases 
in  non-physician  dominated  departments  (e.g.,  operation  of  plant,  maintenance, 
dietary,  laundry  and  linen)  than  the  control  hospitals  [Applied  Management 
Sciences,  1975].  The  ten  control  hospitals  were  selected  from  Western  Pennsyl- 
vania on  the  basis  of  the  population  in  a  county  living  in  a  rural  area,  com- 
plexity of  services,  bed  size,  percent  occupancy,  ownership,  and  the  existence  of 
teaching  programs.  The  cost  of  operating  the  non-physician  dominated  depart- 
ments (general  service  departments)  increased  75  percent  for  the  control  hos- 
pitals and  52  percent  for  the  prospectively  reimbursed  hospitals  during  the 
period  between  1971  and  1974.  In  addition,  there  was  no  percentible  difference 
between  the  rate  of  increase  in  costs  for  the  ancillary  departments  between 
the  control  and  the  experimental  hospitals.  The  evaluators  concluded  from  this 
observation  that  hospital  administrators  when  faced  with  the  need  to  control 
expenditures,  were  reluctant  to  implement  these  cuts  in  the  ancillary  depart- 
ments which  they  felt  were  important  in  keeping  and  attracting  physicians. 

NEW  JEKSEY 

New  Jersey  was  among  the  first  States  to  limit  reimbursement  paid  to  hos- 
pitals. In  1958,  through  the  authority  granted  in  the  1938  Blue  Cross  enabling 
act,  the  Commissioner  of  Insurance  imposed  ceilings  on  Blue  Cross  rates  of  pay- 
ment. Hospitals  were  able  to  appeal  for  an  exception  to  an  Advisory  Committee 
whose  members  were  appointed  by  the  Commissioner  of  Insurance.  In  1971,  the 
New  Jersey  legislature  passed  the  Health  Care  Facilities  Act,  with  the  objective 
of  establishing  an  administrative  and  regulatory  structure  to  insure  the  provi- 
sion of  high  quality  care  at  reasonable  costs.  The  law  resulted  in  a  mandatory 
prospective  rate  system  where  the  gathering,  preparation,  and  analysis  of  the 
hospital  budgets  were  performed  by  staff  members  of  the  Hospital  Research  and 
Educational  Trust  (HRET)  which  is  a  subsidiary  corporation  of  the  New  Jersey 
Hospital  Association.  The  Advisory  Committee  to  the  Commissioner  of  Insurance 
was  given  the  responsibility  of  reviewing,  before  final  approval,  per  diem  rates 
for  Blue  Cross  and  State  supported  patients.  To  assist  their  decision-making 
process,  the  Advisory  Committee  relied  almost  entirely  on  information  and  analy- 
sis provided  by  HRET  staff  concerning  the  reasonableness  of  each  budget. 

Due  partly  to  the  publication  of  Bureaucratic  Malpractice  (7974),  a  study  pro- 
duced by  the  Center  for  Analysis  of  Public  Issues  attacking  the  role  of  HRET 
in  the  budget  review  process,  the  information  and  analysis  for  the  Advisory 
Committee  are  now  provided  by  State  employees  of  the  Department  of  Health. 
The  new  system  has  been  in  operation  since  the  summer  of  1974  and  was  not 
analyzed  by  the  evaluator  because  of  the  unavailability  of  data  from  this  period 
at  the  time  of  the  evaluation. 

The  evaluators  of  the  New  Jersey  prospective  rate  system  concluded  that  there 
was  no  statistically  significant  relationship  betweeii  prospective  reimbursement 
and  costs,  productivity,  or  quality  [Geomet,  Inc.,  1974].  Although  the  coeflicient 
of  the  prospective  reimbursement  variable  was  insignificant  in  the  estimated 
cost  functions,  it  was  negative.  The  size  of  the  negative  coefficient  suggested  that 
the  prospective  rate  program  in  New  Jersey  was  associated  with  cost  levels  2 
to  3  percent  per  year  lower  for  a  patient  day  of  care  than  would  have  been  ex- 
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perienced  in  the  absence  of  a  prospective  rate  program.  These  results  were  robust 
across  a  wide  variety  of  linear  and  log-linear  specifications  of  the  cost  functions 
which  included  pooled  time-series,  cross-section  regressions  (hospitals  in  the 
Philadelphia  area  were  used  as  a  control  group)  ;  lagged  adjustment  models  of 
pooled  time-series,  cross-section  regressions,  and  individual  year  regressions  of 
the  New  Jersey  and  control  hospitals 

RHODE  ISLAND 

The  Director  of  Business  Regulation  in  Rhode  Island  regulates  Blue  Cross 
rates.  In  1970,  the  hospitals  in  Rhode  Island  presented  budgets  to  the  Blue 
Cross  plan  which,  if  implemented,  would  necessitate  a  40-percent  increase  in 
Blue  Cross  rates.  Under  sustained  pressure  from  the  public  and  the  media,  the 
Blue  Cross  plan  asked  each  member  hospital  to  decrease  their  proposed  expendi- 
tures by  S  i>erceut  to  an  overall  rate  of  15  percent.  The  Hospital  Association  of 
Rhode  Island  (HARI)  refused  to  limit  planned  expenditures  and  was  prepared 
to  help  each  hospital  defend  its  budget  in  public  hearings.  Eventually,  however, 
after  bitter  attacks  from  the  public  and  media,  the  hospitals  agreed  to  guarantee 
rates  at  a  level  which  resulted  in  a  15-percent  increase  in  revenues.  Rhode  Island 
Hospital,  the  State's  largest  and  most  prestigious  institution,  however,  arrived  at 
a  different  arrangement  with  Blue  Cross  which  included  a  negotiated  budget  and 
a  prospective  rate  for  fiscal  year  1971. 

The  budget  review  process  which  was  developed  by  Rhode  Island  Hospital  and 
the  Rhode  Island  Blue  Cross  Association  for  fiscal  year  1971  was  adopted  by  the 
Ho.spital  Association  of  Rhode  Island  and  the  Blue  Cross  plan  for  implementa- 
tion for  fiscal  year  1972  for  all  Rhode  Island  hospitals.  The  program  was  opera- 
tional for  fiscal  year  1972  for  all  hospitals,  but  was  discontinued  for  fiscal  year 
1973  because  of  complications  arising  from  the  simultaneous  operation  of  the 
Economic  Stabilization  Program  (ESP)  and  the  prospective  budget  review 
system. 

The  control  group  used  in  the  analysis  of  prospective  reimbursement  in  Rhode 
Island  was  composed  of  the  12  short-term  general  hospitals  in  Massachusetts 
for  which  casemix  data  were  available  from  the  Professional  Activities  Studies 
(PAS)  for  the  time  period  under  investigation  (1969-72)  [Thornberry,  H.  and 
Zimmerman,  II.,  1975].  The  evaluators  estimated  the  impact  of  prospective  re- 
imbursement through  the  estimation  of  a  cost  function  with  a  dummy  variable 
set  equal  to  one  for  the  Rhode  Island  hospitals  in  1971  and  1972.  The  estimated 
coefiicient  for  the  variable  is  an  estimate  of  the  combined  efi'ect  of  the  experi- 
ment and  the  Economic  Stabilization  Program  in  the  equations  using  all  ob- 
servations from  Rhode  Island  from  the  period  1969-72  and  is  an  estimate  for 
the  separate  effect  of  the  experiment  in  using  Rhode  Island  and  Massachusetts 
control  group  hospitals  for  1971  and  1972.  The  sign  of  the  coefficient  for  prospec- 
tive reimbursement  was  always  negative,  but  only  significant  in  the  equations 
which  estimated  the  combined  effect  of  ESP  and  prospective  reimbursement.  For 
equations  which  measured  only  the  impact  of  the  experiment,  the  evaluators 
found  the  coefficient  of  the  prospective  reimbursement  variable  to  be  negative 
and  insignificant.  In  terms  of  percentages,  the  impact  of  the  prospective  rate 
program  on  inpatient  expenditures  was  estimated  to  be  between  2  and  6  percent, 
depending  upon  the  year  and  specification  of  the  cost  function. 

NEW  YORK 

The  State  of  New  York  and  the  State's  Blue  Cross  plans  operate  the  only 
prospective  reimbursement  system  in  the  Nation  which  sets  prospective  rates 
solely  on  the  basis  of  statistical  formulas  with  no  retroactive  adjustment.  Be- 
cause of  the  magnitude  of  the  program  and  the  uniqueness  of  the  experiment, 
there  has  been  particular  interest  among  health  care  researchers  and  policy- 
makers in  this  program. 

The  New  York  prospective  rate  system  began  operation  in  1970  and  does  not 
include  a  review  of  hospital  budgets  or  analysis  of  their  internal  operations, 
but  does,  however,  permit  a  hospital  to  file  an  appeal  for  the  adjustment  of  its 
prospective  rate  after  the  prospective  year.  Hospitals  complain  often  and  vehe- 
mently that  severe  understaffing  of  the  Division  of  Health  Economics  in  the 
State  Department  of  Health  has  rendered  the  appeals  process  hopelessly  slow 
and  completely  unpredictable.  There  are  between  150  and  250  hospital  appeals 
«uhiiiitted  each  year  to  the  State  Department  of  Health  requesting  an  adjust- 
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ment  of  the  prospective  rate.  Often,  an  appeal  is  pending  for  a  year  and  in  a 
few  instances  the  final  resolution  of  an  appeal  has  taken  over  three  years. 

There  are  actually  three  different  but  similar  rate  setting  programs  in  New 
York  State  which  set  reimbursement  levels.  The  State  Department  of  Health 
operates  directly  the  program  which  establishes  hospital  rates  in  New  York  State 
for  services  received  by  Medicaid  recipients,  and  it  delegates  to  the  local  Blue 
Cross  plans  responsibility  for  setting  Blue  Cross  payment  rates.  The  Associated 
Hospital  Service  (AHS),  the  downstate  Blue  Cross  plan,  sets  rates  for  Blue 
Cross  patients  in  the  17  lower  counties  of  New  York  State.  The  seven  upstate 
Blue  Cross  plans  jointly  operate  a  prospective  rate  system  which  handles  Blue 
Cross  patients  in  the  upstate  region. 

The  State  Department  of  Health,  the  Associated  Hospital  Service  and  the 
seven  upstate  Blue  Cross  plans'  prospective  rate  systems  are  remarkably  similar 
in  content  and  process.  The  prospective  rates  in  the  New  York  systems  are  de- 
rived from  actual  costs  incurred  in  the  base  year  (two  years  prior  to  the  pro- 
spective year).  Routine  costs  of  each  hospital  in  the  base  year  are  subject  to  a 
ceiling  which  is  equal  to  110  percent  of  the  routine  costs  for  a  group  of  similar 
hospitals.  Any  costs  in  excess  of  110  percent  of  the  peer  group  average  are  dis- 
allowed. The  routine  costs  are  then  added  to  ancillary  and  education  costs  and 
a  trend  factor,  which  is  derived  from  a  three-year  moving  average  of  specified 
price  indices,  is  applied  to  arrive  at  a  prospective  per  diem  rate. 

Separate  evaluations  of  the  impact  of  the  prospective  rate  program  on  Upstate 
and  Downstate  New  York  hospitals  were  conducted.  The  findings  from  the  eval- 
uation of  the  Upstate  New  York  State  hospital  study  are  presented  first. 

The  major  findings  of  the  Upstate  New  York  State  evaluation  was  that  hospital 
costs  grew  less  rapidly  under  prospective  payment  than  would  have  been  ex- 
pected in  its  absence  [Abt,  Inc.,  1976].  However,  the  estimates  on  which  this 
finding  is  based  are  not  statistically  significant,  suggesting  both  that  there  were 
considerable  differences  in  the  responses  of  the  hospitals  in  Upstate  New  York 
State  to  the  prospective  reimbursement  formula  and  that  some  caution  must  be 
exercised  in  generalizing  these  results.  The  estimated  coefficients  for  prospective 
reimbursement  in  the  cost  analysis  indicated  that  total  costs  per  patient  day 
were  $.88  lower  per  year  and  total  costs  per  case  were  $11  lower  per  year  due  to 
the  prospective  reimbursement  program.  This  result,  in  turn,  implies  that  pro- 
spective reimbursement  has  lowered  the  average  cost  per  patient  day  by  about  1 
percent  per  year  and  the  average  cost  per  case  by  about  2  percent  per  year. 

The  cost  containment  impact  of  prospective  reimbursement  in  Downstate  New 
York  State  was  examined  by  comparing  cost  increases  in  Downstate  New  York 
hospitals  before  and  after  the  introduction  of  prospective  reimbursement  [Uni- 
versity of  Washington,  1976].  In  addition,  the  level  of  cost  increases  in  the 
Downstate  New  York  hospitals  was  compared  to  the  level  of  cost  increases  in  the 
control  group  hospitals  which  were  comprised  of  all  hospitals  in  metropolitan 
Chicago,  Cleveland  and  Philadelphia.  The  evaluators  adjusted  the  cost  figures 
for  outpatient  visits  and  the  difference  in  input  prices  between  regions  and  found 
a  substantial  downward  impact  on  the  cost  per  day  and  a  moderate  downward 
impact  on  the  average  cost  per  case  attributable  to  the  prospective  rate  program 
in  Downstate  New  York  State.  After  factoring  out  differences  attributable  to 
input  price  increases,  the  average  cost  per  patient  day  rose  21  percent  for  Down- 
state  New  York  hospitals  as  compared  with  a  rise  of  39  percent  for  the  control 
hospitals  during  the  1968-74  period.  And  during  this  period,  the  average  cost  per 
case  in  Downstate  New  York  increased  17  percent  while  the  average  cost  per 
case  in  control  hospitals  rose  20  percent.  These  findings  suggest  that  prospective 
reimbursement  has  lowered  the  average  cost  per  patient  day  by  about  3  percent 
per  year  and  lowered  the  average  cost  per  case  by  about  .5  percent  per  year. 
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Mr.  Yaxik.  Mr.  Smith's  full  statement  describes,  on  pas^e  8,  the 
evaluations  conducted  by  outside  experts,  which  all  point  in  the  same 
direction;  that  is,  prospective  reimbursement  sj^stems  seem  to  slow 
the  increase  in  costs,  but  some  systems  are  more  effective  in  constrain- 
ing the  health  costs  than  others  and  the  impact  is  not  always  the  same 
at  each  hospital. 

Can  you  tell  us  why  the  difference  ?  Have  you  any  explanation  for 
the  variations  ? 

Dr.  Gaus.  The  systems  are  different  themselves.  Some  deal  with 
controlling  the  budget,  some  control  only  the  per  diem  rates  of  pay- 
ment, some  are  voluntary,  and  some  are  mandatory. 

Of  the  seven  that  we  have  examined  intensive^,  the  two  that  seem 
to  have  the  greatest  impact  are  operating  in  a  mandatory-type 
environment. 

Mr.  Vaxik.  You  talk  later  on  page  11  about  programs  in  western 
Pennsylvania.  South  Carolina,  and  Rhode  Island.  Can  you  tell  us 
when  each  of  those  programs  began  precisely  ? 

I  am  leading  again  to  the  issue  of  the  timelag  between  the  mandate 
and  the  legislative  reaction. 

Dr.  Gaus.  Rather  than  take  the  time  to  recite  the  precise  dates,  in 
western  Pennsylvania  we  signed  a  contract  in  the  first  part  of  January 
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1974,  which  would  be  about  2i/2  years  ago,  and  we  have  been  par- 
ticipating since  then.  The  Rhode  Island  project,  we  have  participated 
there  since  October  1974,  and  South  Carolina  was  also  around  that 
time. 

Mr.  Ya2n"ik.  Going  back  to  the  situation  in  Maryland,  I  am  rather 
shocked  that  when  the  case  hit  the  courts,  it  was  apparently  abandoned. 
Did  you  withdraw  the  support  when  the  case  was  in  the  courts  ? 

Dr.  Gaus.  We  held  our  decision.  I  think  that  is  the  correct  way  to 
describe  it. 

Mr.  Yanik.  This  was  when  someone  who  was  working  on  a  program 
needed  help,  needed  support  of  the  goals  and  objectives  that  brought 
them  into  the  litigation  ? 

Dr.  Gaus.  I  think  we  still  do  look  for  significant  and  well-structured 
programs  around  the  country  to  support,  but  our  role  is  not  to  be 
advocating  a  particular  form  of  reimbursement  or  being  advocates  for 
a  particular  project  until  we  have  participated  in  it  long  enough  to 
know  that  it  is  a  success. 

The  court  decision  in  Maryland  caught  us  before  that  time  period ; 
it  caught  us  at  a  time  when  we  were  just  considering  participating  in 
the  project.  So  our  decision  was  one  to  wait  and  see  whether  or  not  we, 
in  fact,  could  and  should  participate  in  it. 

Mr.  Yanik.  Dr.  Gaus,  on  page  12  you  say  you  have  14  proposals 
under  consideration.  They  were  all  developed  as  a  response  to  a  special 
project  invitation  in  September  of  last  year.  So  apparently  as  far  as 
these  programs  are  concerned,  it  is  going  to  be  4  years  between  the 
law  and  the  startup  for  the  program.s.  Do  you  have  any  comment  on 
that  observation  ? 

Mr.  Smith.  Mr.  Chairman,  I  wonder  if  I  could  speak  generally. 
I  know  the  subcommittee  is  concerned. 

Mr.  Yanik.  What  we  are  trying  to  do  here  is  to  develop  guidelines 
for  future  legislative  decisions.  Our  feeling  is  that  we  have  to  know 
because  Mr.  Rostenkowski  is  working  on  a  health  bill,  and  he  wants 
this  information  developed  through  our  oversight  subcommittee  so 
that  he  knows  what  course  of  action  to  take  in  the  future  bill. 

Mr.  Smith.  I  think  that  is  quite  understandable.  I  think  this  sub- 
committee, other  subcommittees,  and  we  ourselves  are  not  totally 
happy  with  the  pace  of  development  in  this  area  of  medicare  program 
experimentation.  But  to  go  back  to  some  of  the  things  I  said  earlier, 
this  area  of  constraining  health  care  costs  is  a  terribly  difficult  area. 

Second,  there  was  work  going  on  in  the  country  at  the  time  when 
the  Senate  Finance  Committee  inserted  this  provision  in  the  bill  and 
Congress  enacted  it,  and  there  were  varying  experiences  under  those 
efforts  which  were  going  on.  So  the  question,  I  think,  is  should  the 
Social  Security  Administration  have  plunged  in  at  that  point  ?  Did  it 
know  enough  to  plunge  in  ?  Did  it  know  what  it  wanted  ?  Did  it  have 
any  idea  of  what  conceivably  would  have  been  useful,  or  did  it  need 
some  time  to  examine  what  was  going  on  in  the  country  ? 

I  think  that  what  was  done  through  those  11  descriptive  case  studies 
was  an  examination  of  the  state  of  the  art ;  and  second,  I  think  some 
of  the  early  experiments,  the  one  in  Connecticut  I  will  refer  to  again, 
and  some  of  the  other  early  experiments,  suggested  that  we  really 
needed  to  define  better  and  establish  more  rigorous  conditions  for  our 
participation  than  was  possibly  first  thought  to  be  necessary. 
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I  think  we  had  to  fall  back  and  do  that.  After  an  attempt  to  receive 
unsolicited  proposals,  we  really  had  to  step  forward  and  say,  no; 
we  have  to  define  better  some  of  the  terms  and  conditions  of  our  par- 
ticipation in  these  projects,  and  that,  unfortunately,  takes  time. 

Social  Security,  I  think,  generally  enjoys  a  pretty  good  reputation 
in  its  research  and  demonstration  fields  in  the  country  at  large,  and 
I  think  it  enjoys  that  reputation  because  it  is  fairly  meticulous  and 
careful  about  the  way  it  designs  projects,  the  way  it  enters  into  them, 
and  the  degree  to  which  it  evaluates  those. 

I  think  we  have  concluded  that  that  process  takes  more  time  than 
initially  was  anticipated.  I  think  today  unfortunately  the  position  we 
are  in  is  that  there  are  so  many  ways  to  do  prospective  reimburse- 
ment, and  the  experiments  have  not  shown  up  to  the  present  time  a 
significant  reduction  in  costs ;  so  here  we  are  dealing  with  evaluations 
of  a  relatively  small  number  of  experiments,  and  we  do  have  to  be 
a  little  cautious.  The  experiments  have  not  shown  a  sufficient  reduction 
in  costs  that  we  would  suggest  to  you  that  it  is  time  we  plunge  forward 
with  a  mandated  system. 

We  really  believe  that  it  is  more  appropriate  to  continue  in  an 
experimental  demonstration  mode  for  several  more  years. 

Mr.  Vaxik.  This  final  question  passes  through  my  mind.  Why  did 
it  take  so  long  to  get  a  contract  on  current  costs  ? 

Dr.  Gaus.  I  think  particularly  we  were  concerned  about  the  pro- 
posals that  we  are  now  working  on.  What  I  can  share  with  the  com- 
mittee is  that,  first,  this  type  of  proposal,  I  think,  spells  out  and  has 
in  it  a  lot  of  information  that  wasn't  known  years  ago. 

Second,  the  proposals  have  been  analyzed  by  our  technical  staff 
as  well  as  a  lot  of  experts  on  the  outside.  The  sobering  part  about  all 
of  this  is  even  now,  4  years  after  the  legislation  and  after  a  lot  of 
States  have  put  a  lot  of  work  into  this,  it  is  not  clear  to  us  that  the 
proposals  we  have  received,  in  fact,  will  result  in  effective,  efficient 
prospective  reimbursement  systems.  Some  of  them  will,  we  believe,  and 
we  are  going  to  fund  those. 

But  the  state  of  the  art  in  the  field,  not  within  SSA  but  in  the  States, 
is  still  limited,  and  I  think  the  people  we  have  around  the  table  here 
from  Maryland  and  Connecticut  and  Ehode  Island  and  Michigan  are 
very  expert  in  this  area.  But  there  aren't  a  lot  of  others  around.  There 
certainly  are  not  50  others  for  all  50  States. 

We  believe  that  this  expertise  has  to  be  developed  over  a  period  of 
time. 

Mr.  Vaxik.  ^Ir.  E angel. 

Mr.  Raxgel.  I  have  no  questions,  Mr.  Chairman. 
Mr.  Vaxik.  Mr.  Stark. 

Mr.  Stark.  I  would  just  come  back  and  see  if  in  your  studies  you 
have  done  anything  like  trying  to  categorize,  I  guess,  what  I  refer  to 
as  the  "I  hurt"  kind  of  medical  care  as  opposed  to  the  high-cost,  space- 
oriented  medical  care. 

The  high-cost  care,  have  you  broken  that  out  in  your  studies  at  all  ? 

Dr.  Gaus.  I  can't  recite  you  precise  figures.  We  have  done  studies  as 
to  the  types  of  factors  leading  to  cost  increases  and  whether  they  are 
the  simple  kinds  of  procedures  or  the  complex  and  sophisticated.  Our 
estimates  are  that  at  least  half  of  the  cost  increases  each  year  in  hos- 
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pital  care  are  attributable  to  higb-cost  tecbnology  and  sophisticated, 
new  procedures.  -x-  4.  n 

Mr.  Stark.  Would  you  then  relate  that  to  how  many  citizens  actually 
participate  in  that?  ^  ,  i  w 

Dr.  Gaus.  Again,  these  are  a  minor  part  of  the  hospital  population. 

Mr.  Stark.  Would  you  say  something  like  50  percent  of  the  cost 
increases  are  going  to  take  care  of  2  or  3  percent  of  the  people?  Is  it 
that  dramatic? 

Dr.  Gaus.  It  is  probably  in  that  range. 

Mr.  Stark.  There  is  one  other  area  that  concerns  me.  Have  you  any 
cost  comparisons  of  the  cost  advantage  of  new  hospital  units  in  terms 
of  the  capital  investment  for  a  new  room  as  opposed  to  the  potential 
laborsaving  over  an  old  room  ?  In  other  words,  it  seems  to  me  that  if 
you  tear  down  or  abandon  a  hospital  that  is  20  or  30  years  old,  it  is 
impossible  to  obtain  more  than  $1,000  a  room,  whereas  to  build  a  room 
costs  much  more. 

It  seems  to  me  that  there  ought  to  be  some  cost  comparison.  Ad- 
mittedly the  older  hospitals  take  more  labor  to  operate,  but  has  any- 
body done  any  studies  in  that  sense  ?  Are  you  really  at  the  point  where 
the  laborsavings  from  new  facilities  are  very  marginal  if  you  take  into 
account  the  cost  of  capital  to  replace  an  old  facility?  Has  anything 
been  done  in  that  line  ? 

Dr.  Gaus.  Let  me  comment.  I  think  the  other  people  may  want  to, 
too. 

Our  studies  would  indicate  that  the  new  hospitals,  newly  developed 
and  newly  built,  probably  are  more  expensive  than  those  that  are  not. 
What  happens  in  the  reconstruction  of  a  hospital  or  the  rebuilding 
of  a  hospital  is  the  hospital  itself  changes — that  is,  the  nature  of  the 
service  or  the  equipment  they  buy — and  it  is  not  clear  that  the  trade- 
offs on  laborsavings  through  more  efficiently  organized  facilities  are, 
in  fact,  outweighed  with  the  added  new  equipment  and  intensive  type 
of  services  that  generally  go  into  a  hospital. 

Mr.  Stark.  In  other  words,  people  just  don't  like  to  buy  the  stand- 
ard transmission,  no  air-conditioning,  plain  cloth  upholstery  models. 
You  want  to  have  what  everybody  else  on  the  block  has  and  have  all 
the  gadgets  and  whistles  and  bells.  Is  that  a  fair  interpretation  of 
what  you  say  ? 

Dr.  Gaus.  It  is  notoriously  a  first-class  industry. 

Mr.  GRimTH.  That  is  a  reasonable  statement.  In  Michigan  one  of 
the  costs  for  reconstruction  of  hospitals  has  to  do  with  the  improve- 
ment of  licensing  laws,  so  that  facilities  that  were  adequate  once  are 
not  now  adequate. 

Mr.  Stark.  Does  that  pressure  come  from  the  people  like  the  John- 
son Service  Co.,  or  do  you  find  them  coming  from  the  professionals?  It 
seems  to  me  the  nicest  way  to  sell  a  new  gadget  is  to  get  it  written  into 
the  licensing  law  or  into  the  specifications. 

Mr.  Griffith.  It  comes  from  the  professionals,  not  the  vendors,  so 
far  as  I  can  tell,  but  the  professionals  seem  to  be  quite  unconcerned 
about  the  cost  implications  of  what  they  are  doing  or  the  fact  that  the 
hazard  that  they  have  just  pointed  out  may  have  existed  for  50  years 
and  nobody  has  vet  been  apparently  harmed  by  it. 

Mr.  Stark.  Thank  you  very  much. 

Mr.  Vanik.  Thank  you  very  much. 
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I  have  several  questions.  First,  I  suggest  that  if  any  of  the  panel 
members  have  any  questions,  they  may  address  them  to  each  other  or  to 
the  Government  witnesses. 

FoRAXD.  I  would  like  to  comment  on  this  capital  issue.  It  is  an 
important  one. 

^Ir.  Vaxik.  We  are  dealing  with  this  all  the  time,  either  people  pay 
more  or  we  give  away  some  of  the  tax  resources  of  the  country.  I  re- 
ceive letters  by  the  hundreds  from  important  constituents  in  business 
who  say  we  have  to  do  something  about  the  capital  shortage  situation, 
and  I  write  back  to  them  and  say  I  know  you  want  a  cut  in  your  taxes, 
but  isn't  there  another  way  ?  Can't  you  create  capital  either  by  becom- 
ing more  efficient  or  by  developing  some  internal  means  to  do  it  ? 

It  seems  it  is  always  either  the  consumer  or  the  Treasury  that  has  to 
bear  the  burdens  of  capital  formation.  I  am  not  among  those  who  want 
to  dismember  the  Government. 

One  letter  will  tell  me  to  create  capital,  to  cut  the  taxes  and  another 
letter  will  tell  me  to  cut  out  all  the  functions  of  government.  Some 
people  want  to  build  an  anarchy  State  in  which  the  Federal  Govern- 
ment will  be  operating  like  a  Lilliputian.  Frankly,  I  am  a  believer  in 
government  and  I  think  that  it  functions  better  than  we  get  credit  for 
and  than  is  most  generally  acknowledged.  Concerning  this  general  sub- 
ject, I  am  not  among  those  who  want  to  destroy  the  bureaucracy  of  this 
country,  which  does  render  very  important,  vital  services  to  the  sys- 
tem. I  think  there  are  some  fat  and  excesses  throughout  the  system, 
but  generally  it  works  extremely  well. 

As  a  matter  of  fact,  for  some  time  it  worked  without  any  executive 
guidance  and  carried  the  country  through  some  very  difficult  periods. 

Now,  with  that  aside,  I  would  certainly  be  happy  to  hear  from  you. 

Mr.  FoR.\xD.  I  would  like  to  echo  the  comments  made  by  Drs.  Gaus 
and  Griffith.  Invariably  when  a  hospital  requests  permission  to  replace 
an  antiquated  facility,  there  are  claims  made  that  it  will  result  in  a 
more  efficient  use  of  personnel,  but  in  the  end  it  always  results  in  in- 
creased costs.  It  seems  that  boards  of  trustees  and  administrators  tend 
to  build  monuments  to  themselves  which  end  up  costing  the  consumer  a 
significant  amount  of  money. 

Mr.  Griffith.  I  encountered  that  monument  problem  many  times, 
but  please  understand  that  throughout  the  1960's  and  early  1970's  the 
Congress  not  only  said  we  will  pay  for  whatever  you  spend,  Mr. 
Trustee,  but  in  addition,  through  our  Hill-Burton  program  we  will 
hel  p  you  spend  it. 

Mr.  Vaxik.  Mr.  Pickle. 

Mr.  Pickle.  May  I  reserve  my  questions  ?  I  have  some  questions. 
Mr.  Vaxik.  Mr.  Gibbons. 

Mr.  Gibbons.  As  I  understand  it,  the  thrust  of  your  recommendation 
here  today  is  that  you  have  not  put  prospective  reimbursement  into 
the  system  yet.  You  want  more  time  to  experiment  with  it. 

Mr.  Smith.  The  findings  show  some  cost  constraints  in  those  we  have 
experimented  with.  There  are,  in  fact,  a  variety  of  methods  of  prospec- 
tive reimbursement  systems  which  could  be  applied  and  although  we 
are  closing  in  on  what  we  think  are  the  more  effective  of  those  various 
systems,  I  don't  think  we  are  yet  in  a  position  to  recommend  to  you  a 
system  per  se. 

Mr.  Gibbons.  AVhen  do  you  think  you  will  be  through  researching  it  ? 
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Mr.  Smith.  I  asked  Dr.  Gaus  that  question  earlier.  One  of  the  things 
we  will  be  participating  in,  and  we  are  just  beginning  and  we  hope 
to  enter  into  the  contracts  between  now  and  September,  are  a  number 
of  experiments  dealing  with  State  ratesetting  efforts  where  there  is 
combined  the  ratesetting  activity  and  the  planning  activity  or  a  close 
integration  between  the  two.  In  addition,  they  generally  provide  for 
participation  of  all  the  major  financiers. 

I  would  say  in  the  normal  course  of  events  it  would  be  another  2  or 
3  years  before  we  would  have  the  findings  of  those  experiments. 

Mr.  Gibbons.  I  realize — my  question  was  poorly  phrased — that  there 
is  really  no  end  to  any  true  research  and  there  is  no  final  solution  to 
any  of  the  problems  we  have,  but  you  say  that  within  2  or  3  years  you 
think  you  could  recommend  to  us  whether  we  should  change  the  current 
system  and  how  to  change  it ;  is  that  right  ? 

Dr.  Gaus',  I  think  we  hope  to  know  enough  at  that  time  to  make 
recommendations. 

]Mr.  Gibbons.  Thank  you.  Those  are  all  the  questions  I  have. 

Mr.  Vanik.  Mr.  Pickle. 

Mr.  Pickle.  First,  I  want  to  ask  you  gentlemen  if  you  have  any 
jurisdiction  over  the  reimbursement  rates  or  prospective  payments 
with  respect  to  nursing  homes.  Or  are  you  talking  about  the  tax- 
exempt  organizations  ? 

Dr.  Gaus.  Our  authorities  do  cover  nursing  homes. 

Mr.  Pickle.  Including  the  privately  owned  ? 

Dr.  Gaus.  Yes.  Most  of  them  are.  The  medicare  program,  of  course, 
does  not  have  the  bulk  of  that  long-term  care  industry,  but  the  de- 
partmental authority  does  cover  both. 

Mr.  Pickle.  Apparently  the  law  says  now  that  you  would  be  reim- 
bursed on  the  base  of  reasonable  contrasting  methods,  and  in  general 
I  think  my  State  is  satisfied  about  the  way  this  is  being  carried  out, 
primarily  because  they  are  leaving  most  of  this  to  the  State.  Is  that 
the  intent  of  HEW,  to  leave  the  interpretations  primarily  up  to  the 
States,  and  would  you  accep  the  State's  method  of  reimbursement? 

Dr.  Gaus.  With  respect  to  the  medicaid  program,  that  is  largely  the 
case,  given  some  certain  boundaries  and  regulations.  With  respect  to 
medicare,  there  is  a  national  cost  reimbursement  standard. 

Mr.  Blumenthal  may  want  to  comment  further. 

Mr.  Smith.  About  80  percent  of  the  nursing  home  beds  in  the  coun- 
try are  being  financed  through  the  medicaid  program.  That  program 
is  administered  by  another  part  of  HEW,  the  Social  and  Rehabilita- 
tion Service. 

Mr.  Pickle.  So  you  would  not  be  concerned  about  that  primarily  ? 

Mr.  Smith.  Not  primarily.  We  are  reimbursing  some  nursing  homes 
obviously,  but  the  main  financer  is  the  medicaid  program. 

Mr.  Pickle.  It  is  a  very  difficult  and  knotty  problem,  and  as  much 
as  possible  I  would  recommend  that  you  try  to  leave  to  the  States  as 
nmch  jurisdiction  on  that  as  you  can.  If  you  can  keep  them  happy 
working  with  your  State  representatives  and  coordinating  with  your 
operation,  that  is  better  for  us  all  the  way  around. 

In  my  State,  I  don't  know  whether  tifiere  was  a  suit  brought  or  not, 
but  it  is  a  very  ticklish  problem. 

Mr.  Blumenthal.  ilr.  Pickle,  the  medicare  program  is  a  Federal 
program  administered  federally  under  a  statutory  formulation  of 
reimbursement  which  applies  uniformly.  We  don't  look  to  the  States 


under  the  statutory  directive  we  have  for  the  determination  of  reim- 
bursement to  nursinof  homes  or  to  hospitals  except  to  the  extent  that 
we  have  indicated  this  morning  under  the  experimental  project  in 
which  we  participate. 

Mr.  Pickle.  Do  you  have  any  experimental  projects  ? 

Mr.  Blumenthal.  On  nursing  homes,  not  at  this  point. 

]Mr.  Pickle.  Do  you  contemplate  them  ? 

Dr.  Gaus.  Yes,  we  do. 

Mr.  Pickle.  In  our  State  ? 

Dr.  Gaus.  I  am  not  sure  whether  the  proposal  from  Texas  does.  There 
are  two  things  I  should  mention  here.  One  is  prospective  reimburse- 
ments in  the  nursing  homes  and  skilled  nursing  facilities.  We  are  really 
just  beginning  to  undertake  experimentation  with  the  States  there. 
We  have  had  several  propects  which  do  deal  heavily  with  nursing 
homes,  both  in  medicare  and  medicaid  points  of  view,  with  what  we 
call  the  "swing  bed  concept''  which  in  Texas,  western  Iowa,  and  South 
Dakota,  we  are  now  preparing  to  participate  on  a  reimbursement  basis, 
as  we  are  doing  in  the  State  of  Utah. 

So,  yes,  your  nursing  homes  in  the  State  of  Texas  will  be  part  of 
that,  are  part  of  that,  project,  in  fact. 

Mr.  Blumexthal.  In  that  regard,  even  in  the  swing  bed  projects 
this  would  not  be  under  the  direction  of  the  State,  nor  would  it  be  un- 
der reimbursement  principles  established  by  the  States. 

Dr.  Gaus.  The  medicare  program  cooperates  with  the  State  in  the 
sense  that  we  have  the  same  methodology,  the  same  way  of  reimbursing 
in  those  States  for  medicare  as  the  medicaid  program,  but  again  that 
is  on  an  experimental  basis  only,  and  only  in  Texas,  Iowa  and  Utah. 

Dr.  Cohex.  Mr.  Pickle,  the  Maryland  commission  has  authority  to 
do  rate  review  of  all  nursing  homes  in  the  State.  That  authority  began 
July  1,  1975.  We  are  not  exercising  that  authority,  because  70  percent 
of  the  nursing  home  beds  in  Maryland  are  medicaid  patients,  and  3 
percent  are  medicare,  which  is  very  small,  and  neither  of  those  parties 
has  indicated  that  they  are  ready  to  pay  commission-approved  rates. 

We  believe  under  the  circumstances  w^e  would  be  wasting  State  tax- 
payers' money  if  we  tried  to  review  all  the  budgets  of  the  200  nurs- 
ing homes  in  the  State  and  we  were  approving  rates  that  would  have  no 
effect  on  the  vast  bulk  of  the  patients. 

So  I  think  it  is  quite  important  that  medicaid — I  think  in  nursing 
homes  it  is  primarily  medicaid — make  some  decisions. 

Mr.  Pickle.  I  can  understand  why  you  wouldn't  want  to  have  that 
extensive  a  jurisdiction.  I  am  just  asking  in  either  medicare  or  medic- 
aid that  you  ask  for  the  cooperation  of  the  States.  Quite  often,  though, 
it  may  be  a  Federal  program,  you  basically  coordinate  with  your  State 
operators  and  if  you  don't  have  that  cooperation,  it  makes  conducting 
a  good  program  more  than  twice  as  difficult. 

Dr.  Cohen.  I  have  a  staff  in  the  State  program  in  Maryland  and  the 
reason  we  don't  set  the  rates  there  is  for  those  I  mentioned. 

Mr.  Pickle.  Mr.  Chairman,  I  have  another  minute  or  two  ?  I  want  to 
ask  you  a  question  now  with  respect  to  hospital  costs  and  health  care 
costs  and  increases.  It  may  be  something  you  have  already  talked  about. 

The  President  proposed  that  he  was  going  to  restrict  annual  in- 
creases on  bills  reimbursed  under  medicare  to  7  percent  for  hospitals 
and  4  percent  for  physicians.  My  people  object  very  much  because  they 
say  these  costs  have  gone  up  as  high  as  14  percent. 
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My  question  is,  has  the  level  of  increases  been  determined  ?  Are  you 
still  considering  that  ?  Has  that  been  acted  upon  or  is  it  still  a  matter 
that  is  in  flux  ?  Has  either  the  Congress  or  the  administration  taken 
any  form  of  action  about  the  limitation  of  this  ? 

Mr.  Smith.  That  has  been  included  in  the  President's  program  for 
this  year,  the  7-percent  cap  and  the  4-percent  cap. 

Congress  has  not  acted  on  those  proopsals  yet.  Of  course,  you  are 
quite  right,  and  the  people  advising  you  are  quite  right,  the  costs  are 
going  up  faster  than  that.  That  is  the  problem. 

The  problem  is  that  the  spiraling  increase  in  health  care  costs  is 
such  that  we  are  searching  for  methods  to  control  them.  The  7  percent 
and  4  percent  were  proposed  as  interim  stopgap  measures  for  a  period 
of  2  years  while  we  really  try  to  assess  what  are  some  more  appropriate 
and  better  ways  over  the  long  term  to  control  those  costs. 

Dr.  Cohen.  Malpractice  and  utilities  alone  are  causing  hospital  costs 
in  Maryland  to  go  up  between  2  and  3  percent  just  to  put  the  7  percent 
in  perspective. 

Mr.  Pickle.  Salaries  and  utilities  

Mr.  Vanik..^You  have  all  that  free  gas  down  there. 

Mr.  Pickle.  We  are  giving  that  free  gas  to  Ohio  and  California- 
Let  me  ask  you  about  the  question  of  out-of-pocket  payments  under 
medicare.  The  President  has  proposed  a  limitation  of,  1  think,  $500. 
Apparently  he  would  require  the  patients  to  pay  the  first  $104  and 
then  10  percent  of  the  cost  successively  on  each  day.  Has  that  been 
acted  upon?  Has  there  been  a  decision  made  on  that? 

Mr.  Smith.  Again  that  is  a  part  of  the  President's  program  which 
would  revise  the  current  cost-sharing  structure  and  put  a  cap  on  bene- 
ficiary liability  so  the  expenses  above  certain  dollar  limits  would  be 
paid  entirely  by  the  medicaid  program.  But  that  again  has  not  been 
acted  upon  by  Congress. 

Mr.  Pickle.  Have  the  regulations  on  the  out-of-pocket  expenses  and 
costs  in  general — have  they  been  issued  by  HEW? 

Mr.  Smith.  You  mean  constraining  the  am.ounts  of  payments  by  the 
individual  patients  ? 

Mr.  Pickle.  Not  so  much  the  $500,  but  I  just  think  about  regula- 
tions as  a  whole.  One  of  the  problems  I  have  got  is  the  classifications. 
My  city  of  Austin  is  still  a  "small  town"  classification.  I  want  to  know 
is  that  still  as  it  was  ?  Do  you  understand  ? 

Mr.  Blumenthal.  Yes ;  I  do.  I  think  you  have  reference  to  the  cost 
limits  for  hospitals  under  the  classification  sj^stem  that  was  required 
under  the  1972  amendments. 

Yes;  we  just  issued  by  regulation  a  revision  in  the  cost  factors,  so 
that  they  now  reflect  more  currently  

Mr.  Pickle.  When  did  you  issue  those  ? 

Mr,  Blumenthal.  Within  the  last  2  months  and  this  is  for  the  next 
ensuing  fiscal  year,  so  this  would  be  a  prospective  recognition  to  take 
into  account  the  cost  reporting  periods. 

Mr.  Pickle.  I  had  not  seen  those  regulations.  Would  you  get  me  a 
copy  of  them? 

Mr.  Blumenthal.  I  will  be  happy  to. 

Mr.  Pickle.  I  guess  pending^  receipt  of  that  I  will  be  back  in  touch 
with  you  on  that.  That  is  all  the  questions  I  have  right  now,  Mr. 
Chairman. 
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Mr.  Vaxik.  Thank  you  very  much. 

I  want  to  thank  you  gentlemen  for  participating  in  this  hearing 
today.  I  want  to  thank  you.  Dr.  Griffith,  Dr.  Cohen.  Mr.  Forand.  Dr. 
Gaus,  and  Mr.  Smith.  We  very  much  appreciate  your  cooperation.  It 
is  only  in  this  way  that  we  are  going  to  arrive,  I  think,  at  a  viable  pro- 
gram in  which  we  might  endeavor  to  contain  and  watch  the  cost  fac- 
tors in  this  program. 

I  hope  we  can  get  something  worked  out  in  time  to  be  useful  to  the 
legislative  committee.  So  I  would  hope  you  could  give  us  a  model  pro- 
gram, that  we  might  place  in  the  record.  Give  us  at  least  the  things 
that  yoti  think  wotild  be  the  elements  in  a  model  program  so  the  Health 
Committee  can  move  forward  on  this  matter. 

Mr.  Vaxik.  I  want  to  annomice  that  Monday  at  2  :30  in  this  room 
our  colleague.  Mr.  Vander  Veen,  will  chair  his  committee's  hearings  on 
more  research  and  development.  It  doesn't  have  anything  to  do  with 
what  you  were  talking  about  today. 

On  Friday.  10  to  12.  we  are  going  to  have  a  PSR  hearing  with  HET\' 
and  at  1  o'clock  next  Friday  we  are  going  to  have  a  hearing  on  tax- 
payers' services  at  which  the  Commissioner  will  be  present. 

I  want  to  thank  you  very  much  for  your  cooperation.  This  commit- 
tee is  now  adjourned. 

[TMiereupon.  at  12  o'clock  noon  the  subcommittee  recessed,  to  re- 
convene at  2  :.30  p.m..  Monday.  May  IT,  1976.] 

[The  following  was  submitted  for  the  record :] 

Slippeey  Rock  State  College, 
Depaetmext  of  Economics  axd  Busix'ess, 

Slippery  Rock,  Pa.,  June  11, 1976. 

Hon.  Charles  A.  Vaxtk. 
Chairman.  Oversight  Suhcotnmittee, 
Committee  on  TTct ?/.S'  and  Means, 
House  of  Representatives, 
Washington.  B.C. 

Dear  Sir  :  I  have  recently  learned  of  your  interests  and  the  concerns  of  your 
committee  as  regards  the  management  and  control  of  reimbursements  to  hospitals 
under  federal  programs.  I  have  also  learned  of  the  bill  submitted  in  the  Senate 
by  Senator  Talmad2:e.  '"Medicare-Medicaid  Administration  and  Reimbursement 
Act."  The  bill  ( S.  3205),  as  I  understand  it.  seeks  to  create  a  Health  Care  Finance 
Administration  and  to  specify  uniform  principles  for  administering  and  control- 
ling reimbursement  to  hospitals.  Since  your  committee  is  interested  in  this  prob- 
lem, and  since  the  House  may  be  concerned  with  the  development  of  a  companion 
proposal,  you  may  be  interested  in  some  of  the  ideas  that  I  and  my  colleague. 
Dr.  Jesse  Hixson,  have  recommended  regarding  the  specific  problem  of  controlling 
reimbursements  to  hospitals  for  services  provided  under  federal  programs. 

Our  own  views  are  described  in  the  enclosed  paper,  which  was  written  with 
the  deliberate  intent  of  offering  a  theoretical  and  operational  basis  for  a  re- 
search agenda.  Specifically,  the  paper  proposes  an  alternative  to  cost-based  hos- 
pital cost-inflation  problem.  The  alternative  we  propose  is  an  administered  price 
system  in  which  rates  are  set  by  a  central  authority  on  a  periodic  basis.  The  paper 
describes  the  basis  of  such  a  system,  how  it  can  overcome  the  problems  associated 
with  cost-based  reimbursement,  and  how  such  a  system  can  be  designed  and 
implemented. 

Although  the  legislative  backgroiuid  to  which  we  were  responding  f  described  in 
the  paper )  may  become  mute  in  view  of  new  congressional  initiative^,  we  believe 
the  alternative  we  propose  is  general  in  its  relevancy.  We  accordingly  place  our 
ideas  respectfully  in  your  hands.  It  is  hoped  that  the  alternative  described  will 
be  useful  to  you. 
Sincerely, 

PaLT  X.  WORTHLN-GTOX. 

Associate  Professor. 

Endosure. 


42 


An  Administered  Price  System  foe  Hospitals  ^ 

(By  Jesse  S.  Hixson  and  Paul  N.  Worthington,  Slippery  Rock  State  College, 

October,  1975) 

I.  introduction 

The  purpose  of  this  paper  is  to  suggest  a  better  system  of  setting  reimburse- 
ment rates  for  hospitals.  The  system  we  propose  overcomes  many  of  the  defi- 
ciencies of  the  present  cost-based  method  of  reimbursing  hospitals  and  satisfies 
general  conditions  for  efficient  resource  allocation.  The  proposed  system  includes 
a  systematic  program  for  estimating  the  costs  necessary  in  providing  inpatient 
care  to  various  categories  of  patients  within  a  framework  which  classifies  hos- 
pitals into  comparable  groups  for  the  purpose  of  comparing  their  operating 
efficiency.  This  program  is  offered  in  this  paper  as  an  agenda  for  research  in 
which  the  assumptions  upon  which  our  proposed  system  are  based  can  be 
tested. 

The  system  we  propose  is  an  administered  price  system.  We  propose  an  ad- 
ministered price  system  because,  in  looking  forward  to  the  prospect  of  national 
health  insurance  as  well  as  at  the  historical  development  of  third-party  reim- 
bursement, we  see  an  administered  price  system  as  the  only  system  compatible 
with  the  increasing  concentration  on  the  buyer's  side  of  the  market  and  which 
can  achieve  some  measure  of  economic  efficiency  for  the  hospital  industry.  Al- 
though prices  in  our  system  are  determined  by  a  central  authority,  the  principles 
underlying  their  determination  are  market  principles,  and  the  system  is  designed 
to  achieve  the  efficiency  of  competitive  markets. 

In  the  following  section,  we  review  the  circumstances  motivating  this  pro- 
posal and  discuss  the  principles  which  should  be  followed  in  designing  an  effec- 
tive price  system.  In  Section  III,  we  discuss  our  proposed  approach  to  grouping 
institutions  for  the  purpose  of  rate  setting  and  empirical  techniques  to  be  used 
in  determining  the  classifications  of  hospitals.  In  Section  IV,  we  discuss  the 
steps  to  be  taken  in  determining  the  initial  prices  to  be  set  for  each  group  of 
hospitals.  With  data  presently  available,  the  conduct  of  the  empirical  research 
discussed  in  Sections  III  and  IV  can  be  viewed  only  as  a  demonstration  of  the 
system  we  propose.  Therefore,  in  Section  V,  we  discuss  further  research  that 
must  be  undertaken  to  refine  the  system  into  one  that  can  be  implemented.  This 
includes  the  development  of  uniform  definitions  of  facilities,  services,  and  case- 
types  for  the  system.  In  Section  VI  we  discuss  the  principles  which  guide  the  ad- 
ministration of  the  price  system.  The  discussion  will  also  include  suggestions  for 
developing  uniform  information  systems  to  be  used  in  administering  and  re- 
vising prices  through  time. 

n.  BACKGROUND 

Our  administered  price  system  is  proposed  in  response  to  the  demand  for  such 
a  system  voiced  by  the  Congress  in  several  recent  pieces  of  legislation.  These  are, 
first,  Sections  222  and  223  of  P.L.  92-603,  the  1972  amendments  to  the  Social 
Security  Act,  and  second,  Section  1533(d)  of  P.L.  93-641,  the  National  Health 
Planning  and  Resources  Development  Act  of  1974.  Section  222  mandates  experi- 
mentation with  different  types  of  prospective  reimbursement,  while  Section  223 
calls  for  the  setting  of  limits  on  Medicare  reimbursement  based  on  estimates  of 
the  necessary  cost  of  efficient  delivery  of  services.  More  pointedly.  Section  1.533(d) 
calls  for  the  design  of  a  system  to  calculate  rates  of  reimbursement  as  well  as 
systems  of  cost  accounting  and  reporting  to  be  applied  in  health  service  institu- 
tions. This  and  other  legislation,  as  well  as  a  growing  body  of  literature,  docu- 
ment the  fact  that  an  administered  price  system  is  seen  to  be  the  only  viable  sub- 
stitute for  the  traditional  cost-based  method  of  reimbursement  by  those  who  must 
grapple  with  the  waste  and  inefficiency  within  the  present  system  as  well  as  by 
those  who  must  contend  with  the  prospect  of  national  health  insurance.  In 
spite  of  this  recognition  of  the  necessity  of  administered  prices  within  the  con- 
text of  third-party  payment  systems,  little  recognition  of  the  basic  principles  of 
design  for  such  a  system  has  been  apparent  in  the  various  attempts  to  implement 
novel  reimbursement  or  regulatory  systems  in  response  to  Congressional  or  other 
mandates.  It  is  only  in  view  of  the  basic  principles  and  objectives  which  an  ad- 
ministered price  system  is  meant  to  achieve  that  the  relative  merits  of  proposed 
systems  can  be  fruitfully  discussed.  This  section,  therefore,  is  devoted  to  a  discus- 
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siou  of  those  principles  and  objectives  which  provide  the  background  for  our 
proposed  system. 

A.  The  defects  of  cost-l)ased  rate  setting 

The  major  factor  underlying  past  cost  behavior  and  performance  of  the  hos- 
pital industry  is  the  traditional  cost-based  niethod  of  determining  rates  of  pay- 
ment or  reimbursement  to  hospitals.  This  system  of  payment  as  it  is  currently 
utilized  has  several  distinct  characteristics  which  have  undesirable  consequences 
for  economic  efficiency. 

First,  rates  of  payment  are  functions  of  historically  incurred  costs.  Thus,  under 
cost-based  pricing  as  currently  employed  in  the  hospital  industry,  reimbursement 
is  essentially  a  reward  for  incurring  costs.  The  system  is  administered  by  a  vari- 
ety of  "third  party  payers"  who  agree  to  reimburse  hospitals  for  the  "reasonable 
cost"  of  "necessary"  services  provided  to  their  beneficiaries.  The  terms  "reason- 
able cost"  and  "necessary"  are  seldom  provided  with  definitions.  In  such  an 
atmosphere,  incurred  costs  are  ipso-facto  reasonable  and  necessary  and  are  passed 
with  little  resistance  through  the  partnership  relation  that  has  evolved  between 
hospitals  and  third  party  payers.  With  such  a  relationship,  little  immediate  pres- 
sure is  felt  by  providers  from  the  buyers  side  of  the  market  to  constrain  the 
incurment  of  cost  on  their  behalf.  This  method  of  reimbursement,  rather  than 
encouraging  efficient  production,  encourages  cost  incurment  through  various 
means  leading  to  extravagance,  proliferation  and  inefficient  employment  of  re- 
dundant facilities,  and  over-consumption  of  services  and  excessive  length  of 
hospital  stay  by  many  patients. 

General  dissatisfaction  with  this  situation  has  stimulated  experimentation 
with  alternative  schemes  of  so  called  "prospective  reimbursement"  in  which  at- 
tempts are  made  to  set  rates  of  payment  to  prevail  for  a  given  time  in  the  future 
as  opposed  to  reimbursing  hospitals  at  rates  of  cost  incurred  in  the  past  as  is 
done  under  the  traditional  "retrospective"  rate  setting  system.  While  the  basic 
idea  of  prospective  reimbursement — that  prices  to  be  paid  for  services  must  be 
established  before  production  starts  rather  than  after  production  has  taken  place 
if  inefficient  and  unnecessary  delivery  of  inpatient  services  is  to  be  reduced — has 
much  intuitive  appeal  and  is  widely  acclaimed,  the  idea  has  yet  to  be  transformed 
into  a  comprehensive  and  systematic  approach  to  the  setting  of  rates  of  payment. 
Most  of  the  currently  practiced  methods  of  prospective  rate  setting  retain  too 
much  of  the  flavor  of  cost-based  reimbursement  to  be  effective,  while  the  basic 
principles  for  constructing  an  effective  prospective  rate  system  have  yet  to  be 
spelled  out. 

Under  the  system  of  reimbursement  of  undefined  reasonable  cost  to  providers 
of  services,  the  relationship  of  cost  to  reasonableness  is  further  obscured  by  a 
second  major  defect :  the  industry  practice  of  average  cost  pricing.  The  major 
problem  inherent  in  average  cost  pricing  which  has  led  to  inefficient  employment 
of  resources  in  the  hospital  industi-y  lies  in  the  fact  that  under  average  cost 
pricing,  a  vital  link  between  revenue  and  utilization  is  severed — ^vital  because  its 
severance  eliminates  the  pressure  to  strive  for  efficiency.  Under  this  system,  addi- 
tions to  incurred  cost  need  not  be  accompanied  with  an  expansion  of  revenue  that 
results  from  an  increase  in  the  provision  of  services.  The  rate  of  patient  care  can 
in  fact  remain  unchanged,  and  average  cost  pricing  will  generate  new  revenue  by 
increa.-ing  reimbursement  rates.  This  eliminates  any  necessity  on  the  part  of 
hospitals  to  assess  the  relationship  between  added  costs  and  added  patient  care 
to  determine  whether  new  revenue  will  cover  and  new  cost ;  and  it  makes  dupli- 
cation, under-utilization  of  services,  and  idle  facilities  commonplace  in  the 
industry. 

Not  only  is  price  subject  to  manipulation  by  the  producer  under  average  cost 
pricing,  but  the  composition  of  output  can  be  manipulated  for  financial  advan- 
tage as  well.  For,  once  a  price  has  been  determined  on  the  basis  of  a  given  histo- 
rical expense,  the  hospital  is  presented  the  opportunity  to  increase  its  surplus  from 
reimbursement  by  increasing  the  rate  of  flow  of  those  services  whose  marginal 
resource  costs  are  less  than  the  average  rate  of  reimbursement  or  by  decreasing 
the  flow  of  services  whose  resource  costs  are  greater  than  the  average  rate  of 
reimburf^ement.  The  surplus  acquired  in  the  course  of  such  changes  in  output  can 
then  be  used  to  subsidize  the  provision  of  other  services  whose  costs  exceed  the 
average  rate  of  reimbursement,  while  the  average  rate  of  expense  remains  at  the 
same  level.  Such  opportunities  afforded  hospitals  by  the  system  of  averaging 
cost  pricing  have  no  doubt  contributed  to  the  proliferation  of  facilities  and  serv- 
ices which  has  resulted  in  excess  capacity  of  many  sophisticated  facilities  accom- 
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panied  by  over-hospitalization  and  over  use  of  facilities  in  other  dimensions  of 
acute  inpatient  care. 

A  third  major  defect  of  the  current  system  of  hospital  reimbursement  lies  in 
the  fact  that  rates  are  typically  computed  for  each  hospital  individually.  By 
treating  each  hospital  individually,  it  is  argued,  the  system  recognizes  the  indi- 
vidual differences  between  hospitals  that  disappear  when  hospitals  are  viewed 
from  some  higher  levels  of  abstraction.  However,  the  justification  for  a  unique 
rate  is  based  on  a  purely  circular  view  of  the  behavior  of  average  cost.  It  is 
argued  that,  for  example,  because  costs  are  averaged  over  broad  categories  of 
patients,  average  cost  is  higher  in  one  hospital  than  another  if  its  patients  are 
composed  of  more  costly  type  cases.  This  argument  could  not  arise  if  reimburse- 
ment rates  were  not  based  on  average  cost.  Although  it  recognizes  individual 
idiosyncracies  of  hospitals,  such  a  system  is  void  of  the  competitive  pressures  for 
achieving  eflSciency  which  wmild  operate  if  hospitals  in  essentially  similar  cir- 
cumstances were  treated  equally  in  the  eyes  of  the  payment  system.  In  the  ab- 
sence of  such  pressure,  hospitals  in  similar  circumstances  are  not  compared  to 
each  other  in  terms  of  operating  efficiency,  with  the  result  that  relative  ineffi- 
ciency or  extravagance  neither  stands  out  nor  is  penalized.  There  is  no  penalty 
for  inefficient  production  and  no  reward  for  efficient  production  under  such  a 
system;  only  the  incentive  to  incur  cost  is  present  when  a  hospital's  perform- 
ance is  not  compared  to  that  of  other  institutions  operating  in  similar  economic 
environments.  The  results  of  such  a  situation  is  that  the  services  provided  to  iden- 
tical patients  by  hospitals  operating  in  identical  economic  environments  can  differ 
widely  in  scope  intensity,  and  composition  while  still  satisfying  the  criteria  of 
"reasonableness." 

A  fourth  major  fault  in  the  current  system  of  hospital  reimbursement  is  the 
unit  of  payment.  It  is  now  w^idely  recognized  that  reimbursement  on  the  basis 
of  cost  per  day  provides  opportunity  and  incentive  for  hospitals  to  extend  length 
of  stay  in  order  to  increase  revenues.  Likew^ise,  reimbursement  for  each  of  the 
individual  services  provided  to  the  patient  provides  opportunity  and  incentive  for 
hospitals  to  increase  the  use  of  such  services  per  patient  day  and  per  episode 
without  the  necessity  of  justifying  such  increases  in  terms  of  productivity  or 
efficiencv. 

What  properties  should  a  price  system  have  to  overcome  the  deficiencies  of  the 
cost-based  reimbursement  system  discussed  above?  Clearly,  reimbursement  should 
be  a  reward  for  producing  a  service  and  not  a  reward  for  wasteful  or  harmful 
use  of  resources  as  it  is  under  the  present  system.  This  means  that  the  price  sys- 
tem to  be  employed  should  minimize  incentives  to  provide  superfluous  or  unneeded 
services  to  beneficiaries  and  should  maximize  incentive  to  provide  needed  services 
at  minimum  cost.  Unless  buyers  pursue  maximum  value  for  their  expenditures, 
little  pressure  for  efficient  production  is  felt  by  providers.  As  the  buyer  of  serv- 
ices for  its  beneficiaries,  the  third  party  payer  has  the  responsibility  to  exert  this 
pressure  on  the  market  to  assure  that  no  more  is  paid  than  is  required  for  the 
services  that  its  beneficiaries  consume.  The  third  party  payer  has  the  responsi- 
bility to  reimburse  no  more  than  the  lowest  cost  at  which  services  can  be  gener- 
ally made  available  to  its  beneficiaries  in  a  given  economic  environmental  con- 
text. To  allow-  the  reimbursement  at  higher  rates  is  simply  to  invite  all  costs  to  rise 
unnecessarily  to  those  rates,  as  well  as  to  exempt  beneficiaries  from  exercising 
prudence  in  their  demands  on  the  health  care  system. 

Reimbursing  only  the  lowest  cost  at  which  given  services  can  be  generally 
made  available  in  a  market  will  serve  to  integrate  the  necessary  element  of 
competition  into  the  pricing  system.  The  idea  of  paying  each  hospital  in  a  given 
market  context  the  same  price  for  a  particular  type  of  service,  based  on  the 
lowest  cost  for  which  such  a  service  can  be  generally  provided  is  neither  offen- 
sive to  common  sense  nor  inconsistent  with  practices  in  the  private  sector  or  with 
principles  of  government  procurement.  To  incorporate  this  idea  as  a  principle  of 
hospital  payment,  however,  the  unit  of  service  must  be  defined  in  such  a  way 
that  permits  an  individual  supplier  no  means  of  determining  or  influencing  the 
rate  of  payment  he  receives.  In  other  words,  reimbursement  rates  must  be  defined 
in  such  a  way  that  minimizes  the  amount  of  discretion  which  a  provider  has  to 
manipulate  the  terms  by  which  he  obtains  revenues.  In  the  hospital  context, 
the  only  unit  of  reimbursement  satisfying  this  condition  is  the  episode  of  hos- 
pitalization rather  than  its  components  such  as  the  patient-day  or  the  individual 
routine  and  ancillary  services.  Only  by  defining  the  unit  of  reimbursement  as 
the  hospital  episode  or  the  case  can  these  incentives  for  unnecessary  overuse  of 
resources  be  removed  from  the  remibursement  scheme. 
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It  is  not  sufficient,  however,  to  simply  shift  from  the  present  practice  of  per- 
diem  pricing  to  one  of  per-case  pricing.  The  rate  of  reimbursement  must  reflect 
the  resource  cost  of  producing  each  type  of  case,  rather  than  the  average 
expense  of  treating  all  of  a  hospital's  cases,  as  it  would  if  the  present  practice  of 
average  cost  pricing  were  carried  over  into  the  new  payment  scheme.  Only  if 
prices  reflect  the  incremental  or  marginal  cost  of  each  case  type  can  revenue 
be  established  as  a  function  of  output  and  inducement  to  expand  unneeded  serv- 
ices be  eliminated.  The  basic  objective  of  a  price  system  designed  to  promote 
efficiency  in  the  hospital  industry  is  to  remove  control  over  the  rates  of  payment 
from  the  hands  of  the  hospital,  and  to  eliminate  incentives  for  wasteful  or 
inefficient  operation.  To  eliminate  such  incentives,  prices  or  rates  of  payment 
must  be  defined  on  a  per-case  basis,  and  the  prices  so  defined  must  reflect  the 
incremental  costs  of  treating  each  type  of  case.  To  assure  that  these  costs  are 
minimum  necessary  costs,  incorporation  of  the  lowest  generally  available  cost 
procurement  principle  into  the  payment  scheme  will  serve  to  introduce  the  neces- 
sary element  of  competition  and  consumer  prudence. 

Hospitals,  to  a  considerable  extent,  are  insulated  from  the  market  pressure 
of  consumer  sovereignty.  The  power  of  expressing  effective  demands  is  concen- 
trated in  the  hands  of  third  parties,  via  hospital  insurance  or  publicly  financed 
programs.  If  prices  are  to  serve  a  constructive  function  in  such  circumstances, 
the  mechanisms  determining  them  must  attempt  to  duplicate  the  Vv'orkings  of  a 
market  mechanism — because  only  the  results  of  a  working  market  mechanism 
(under  stipulated  conditions)  are  known  to  satisfy  conditions  for  the  efficient 
use  of  resources.  In  this  situation  the  first  responsibility  of  the  third  party 
is  to  its  clients  or  membershii) — not  the  hospital.  The  funds  it  spends  are  the 
resources  of  its  clients,  and  when  it  spends  more  than  necessary  in  behalf  of 
particular  clients  or  members  it  simply  deprives  all  of  its  clients  or  membership 
of  benefits  or  services.  Hence,  it  is  the  responsibility  of  the  third  party  payer 
to  implement  and  adhere  to  the  principles  of  price  determination  which  will  allow 
prices  to  perform  those  functions  which  benefit  consumers  and  society  in  a 
market  system.  In  other  words,  it  is  the  responsibility  of  the  third  party  payer  to 
administer  prices  in  a  way  that  duplicates  the  results  of  a  market  system.  In 
the  remainder  of  this  section,  we  discuss  the  principles  which  must  govern  the 
conduct  of  an  administered  price  system  if  it  is  to  achieve  these  results. 

B.  Requirements  for  an  administered  price  system 

The  major  objective  of  an  administered  price  system  in  the  hospital  industry 
win  be  to  encourage  economic  efficiency  in  the  organization  and  delivery  of 
health  services.  In  accomplishing  this  objective,  the  administered  price  system 
will  gradually  force  the  elimination  of  excess  capacity,  redundant  facilities  and 
over-consumption  of  services  which  has  arisen  under  cost-based  reimbursement, 
while  leading  health  service  institutions  to  minimize  costs  of  production  and 
operation.  This  is  accomplished  by  setting  prices  to  which  decision-makers  in 
health  service  institutions  respond  as  they  determine  their  supply  responses  to 
the  demands  implied  by  those  prices.  An  administered  price  system  replaces  the 
market  mechanism  of  price  determination  with  an  administrator  who  determines 
prices  according  to  certain  rules.  Although  the  automatic  mechanism  of  the 
market  is  replaced  by  a  central  price  setting  authority  under  an  administered 
price  system,  the  administrator  must  utilize  the  same  market  signals  and  in- 
formation generated  by  the  behavior  of  the  market  to  guide  his  decisions  through 
successive  rounds  of  pricesetting  to  converge  to  the  "right"  prices.  The  adminis- 
trator works  by  observing  the  response  of  consumers  and  producers  to  a  given 
set  of  prices,  and  adjusting  the  prices  to  improve  the  solution.  If  prices  are  not 
"right,"  certain  market  signals  will  indicate  to  the  rate  administrator  that  they 
are  either  too  high  or  too  low  and  must  be  adjusted  accordingly.  There  are  many 
of  these  market  signals  that  must  be  monitored  and  diagnosed  according  to  a 
definite  symptomatology  by  the  rate  administrator  in  the  course  of  performing 
his  function  in  an  administered  price  system. 

In  order  to  be  effective  and  efficacious  in  achieving  the  objective  of  efficient 
organization  and  production  of  health  services,  the  price  system  depends  on 
hospitals  adjusting  their  production  and  supply  to  a  given  set  of  prices,  the 
prices  must  be  beyond  the  control  of  individual  health  service  institutions.  In 
other  words,  the  prices  must  be  regarded  as  parameters  of  their  economic  envi- 
ronments by  hospital  decision-makers.  This  condition  has  the  effect  of  making  it 
impossible  for  the  hospital  to  separate  revenue  opportunities  from  considera- 
tions of  productivity.  With  prices  given  and  beyond  hospital  control  the  only  way 
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additional  revenues  can  be  obtained  is  by  increasing  the  provision  of  some  serv- 
ice (s) — either  by  improvements  in  the  allocation  or  technical  efficiency  of  re- 
sources, or  by  employing  additional  resources.  By  necessity  under  parametric 
prices,  any  action  contemplated  by  decision-makers  which  gives  rise  to  an  ex- 
penditure of  funds  must  be  assessed  in  terms  of  the  opportunities  available  for 
obtaining  sufficient  revenue  to  provide  those  funds:  and  since  revenue  comes 
only  from  provision  of  services,  it  will  be  necessary  to  evaluate  any  such  activ- 
ity in  terms  of  its  implications  for  productivity.  This  condition  imposed  on  deci- 
sion-making is  in  sharp  contrast  to  alternative  pricing  arrangements  such  as 
conventional  cost-based  reimbursement  schemes  where  the  hospital  is  allowed  to 
influence  the  terms  by  which  its  revenues  are  obtainable.  Under  cost-based  reim- 
bursement, for  example,  there  is  no  need  to  be  constrained  by  productivity  impli- 
cations since  additional  revenues  can  be  obtained  by  using  the  expense  of  activi- 
ties to  increase  the  reimbursement  rate. 

A  second  property,  corollary  to  the  requirement  that  prices  be  independent  of 
the  behavior  of  an  institution,  is  that  the  terms  for  obtaining  revenue  must  be 
based  on  an  appropriate  unit  of  output.  To  be  consistent,  output,  for  this  pur- 
pose, must  be  defined  as  the  broadest  possible  aggregate  of  components  which 
can  be  identified  generally  as  a  unit  for  satisfying  demands  under  the  program. 
The  case,  i.e.,  the  hospital  episode,  is  the  appropriate  unit  of  output  for  this  pur- 
pose. To  see  this,  one  need  only  note  that  to  fix  prices  on  the  individual  compo- 
nents of  service  (such  as  room  charges,  diagnostic  and  therapeutic  procedures, 
use  of  operating  rooms,  drugs,  or  a  "patient-day")  makes  it  necessary  for  the  hos- 
pital to  consider  revenue  alternatives  in  terms  of  the  provision  only  of  these 
components ;  in  this  case,  decisions  to  finance  additional  activities  must  inevi- 
tably be  viewed  in  terms  of  the  financial  possibilities  made  available  by  increas- 
ing the  provision  of  these  components  of  service  independently  of  the  number  of 
cases  treated.  If  based  on  individual  components  of  service,  an  administered 
price  system  may  possibly  result  in  the  efficient  (least  costly)  provision  of  com- 
ponents of  services;  however,  since  no  "budget  constraint"  or  price  is  attached 
to  the  case  or  total  expenditure  per  hospital  episode  there  is  no  compulsion  for 
hospitals  to  consider  opportunities  for  substituting  components  of  services  in 
treating  individual  cases.  Hence,  there  is  no  reason  for  expecting  costs  to  be 
minimal  for  the  case.  In  other  words,  total  cost  incurred  for  a  case,  even  though 
such  costs  might  be  efficient  in  terms  of  the  components  of  services,  would  be 
more  than  necessary  to  treat  the  cases  involved.  The  reason  for  this  is  that  hos- 
pitals can  expand,  with  few  restraints,  the  provision  of  service  components  to 
increase  the  revenues  they  can  obtain  from  the  individual  case.  Moreover,  fixing 
of  a  single  set  of  prices  on  service  components  for  a  group  of  hospitals  is  incon- 
sistent with  the  solution  for  optimal  combination  of  services  if  the  hospitals  have 
different  case  mixes,  due  to  the  fact  that  the  opportunity  for  substituting  service 
components  will  differ  across  hospitals  with  different  case  mixes.  Fixing  prices 
for  hospitals  on  the  basis  of  service  components  may  place  an  upper  limit  on 
costs,  but  it  will  not  in  general  result  in  minimal  costs  for  the  cases  treated  and 
hence  minimum  program  cost. 

A  second  aspect  of  this  property,  not  to  be  neglected,  is  that  types  of  cases 
which  differ  with  respect  to  the  behavior  of  marginal  costs  must  be  assigned  cor- 
respondingly different  prices.  This  is  necessary  in  order  to  enforce  a  strict  func- 
tional relationship  between  revenue  and  output  which  will  not  obscure  the  im- 
plied productivity  test  in  reaching  cost  decisions.  In  particular,  with  parametric 
prices  corresponding  to  incremental  case  costs,  new  revenues  to  finance  contem- 
plated cost  increases  can  only  come  from  increased  production  of  cases.  This 
property  of  prices  compels  all  cost  alternatives  to  be  judged  from  the  point  of 
view  of  productivity. 

The  third  necessary  property  of  the  administered  price  system  is  that  the 
prices  imposed  on  health  service  Institutions  must  be  the  same  for  all  institu- 
tions facing  essentially  similar  economic  conditions.  For,  it  is  the  conditions 
of  the  hospitals'  economic  environments  which  ultimately  determine  the  bounds 
on  their  behavior  and  the  limits  on  the  extent  to  which  they  can  achieve  effi- 
cient operations,  and  all  hospitals  facing  homogenous  sets  of  economic  factor 
market  and  demand  market  conditions  are  capable  of  achieving  the  same  degree 
of  efficiency  in  their  operations.  By  imposing  a  uniform  set  of  prices  for  all 
hospitals  operating  in  the  same  economic  environment,  the  rate  administrator 
forces  hospitals  to  adjust  their  behavior  to  the  prices  they  face  while  leaving 
them  free  to  pursue  their  own  interests  within  the  constraints  of  the  price  sys- 
tem. Economic  necessity  will,  however,  compel  them  to  converge  toward  a  uni- 


47 


form  and  efficient  organization  and  production  of  health  services  if  they  are 
unable  to  manipulate  their  operations  to  qualify  for  another  set  of  prices.  Thus, 
the  prices  must  be  insulated  from  the  control  of  the  institutions  as  pointed  out 
above,  and  price  differentials  faced  by  different  hospitals  must  be  based  solely  on 
factors  differentiating  their  economic  market  environments  which  define  the  con- 
straints on  hospital  behavior. 

The  preceding  paragraphs  have  discussed  the  properties  that  prices  for  hospital 
services  must  have  if  they  are  to  i)erform  a  useful  function  in  the  hospital  in- 
dustry. If  prices  do  not  possess  the  three  basic  properties  outlined  above,  they 
will  only  serve  to  encourage  inefficiency,  waste,  and  over-production  of  capacity 
and  service  in  the  hospital  industry  in  the  same  way  that  cost-based  reimburse- 
ment does  at  the  present  time.  Although  the  recognition  of  the  perverse  conse- 
quences of  cost-based  reimbursement  has  led  some  to  embrace  the  concept  of  pros- 
pective reimbursement  as  a  route  to  controlling  the  cost  of  hospital  care,  others 
have  promoted  variants  of  an  alternative  approach  which  consists  basically  of 
imposing  administrative  regulations  and  controls  on  the  operations  of  hospitals 
while  preserving  cost-based  reimbursement.  This  alternative  approach  is  mani- 
fested currently  in  such  devices  as  utilization  review,  certificate  of  need,  pro- 
fessional standards  review  organizations,  and  local  health  planning  agencies. 
Before  turning  to  discussions  of  the  empirical  research  necessary  to  design  and 
implement  our  proposed  price  system,  we  wish  to  discuss  and  compare  the  im- 
plications of  these  two  alternative  approaches  to  control  of  costs  of  hospital 
care. 

A  general  point  that  cannot  be  over-emphasized  is  that  any  regulatory  system 
that  is  super-imposed  on  a  cost-based  or  retrospectively  determined  price  system 
must  work  against  the  perverse  incentive  effects  of  inappropriate  prices.  Such  a 
system  is  destined  to  be  in  perpetual  disequilibrium  and  enforcement  of  supple- 
mentary rules  and  regulations  will  resemble  a  never-ending  game  of  cops-and- 
robbers.  The  choice  of  such  a  system  entails  a  commitment  of  resources  year  after 
year  to  a  use  which  can  achieve  no  permanent  effect  or  lasting  value.  In  contrast, 
an  appropriately  administered  system  of  prices  which  have  the  three  properties 
discussed  above  will  require  no  auxiliary  police  force  to  supervise  the  activities 
of  hospitals,  doctors,  and  their  patients.  For,  it  is  the  response  of  these  parties 
to  differences  in  prices  and  changes  in  prices  that  makes  the  system  work  and 
which  generates  the  information  with  the  central  price  authority  requires  to 
move  the  system  closer  to  an  equilibrium  state.  In  the  administered  price  sys- 
tem, prices  serve  a  useful,  meaningful,  and  constructive  purpose  in  contrast  to 
the  purpose  they  serve  in  the  alternative  system  where  their  perverse  effects  must 
be  counteracted  by  cumbersome  administrative  and  bureaucratic  burdens  on  the 
operation  of  the  health  care  system. 

A  second  important  point  is  that  while  the  criteria  by  which  prices  are  deter- 
mined in  the  properly  administered  price  system  are  objective  and  impersonal 
criteria,  the  criteria  by  which  administrative  regulations  in  alternative  systems 
are  interpreted  and  imposed  are  almost  universally  subjective  and  are  applied 
inconsistently  and  arbitrarily.  For  example,  certificate  of  need,  local  health 
planning,  and  similar  schemes  require  case-by-case  application  by  committees, 
boards  or  panels  of  ill-defined  or  undefined  notions  of  "need"  to  arrive  at  de- 
cisions. Until  an  objective  notion  of  "need"  is  discovered  and  a  universally  appli- 
cable method  of  measuring  it  is  invented,  decisions  made  under  these  alternative 
types  of  systems  must  necessarily  be  irrational,  inconsistent,  and  arbitrary.  More- 
over, any  such  system  whose  administration  requires  the  day-to-day  and  case-by- 
case  application  of  human  judgment  naturally  fosters  antagonism  between  parties 
with  competing  interest,  leads  to  ill-will  and  inevitable  charges  of  favoritism 
and  bias  against  the  administrators,  prolonged  legal  confrontations,  and  is  sus- 
ceptible to  inappropriate  outside  influence  and  pressure.  A  similar  problem  is 
associated  with  schemes  which  use  peer  review  or  professional  standards  as 
criteria  for  regulation.  Professional  standards,  particularly  in  medicine,  have 
little  scientific  or  objective  validity ;  rather,  they  are  established  by  fashionable 
practice,  are  always  subject  to  exception,  and  determination  of  whether  or  not 
a  given  case  was  consistent  with  accepted  practice  can  only  be  made  subjectively. 
Peer  review  systems  are  notorious  for  their  broad  definitions  of  acceptable  prac- 
tice and  their  reluctance  to  apply  sanctions  against  offending  practitioners.  In 
systems  where  review  is  provided  by  third  parties,  such  as  in  some  utilization 
review  schemes,  criteria  are  usually  circular  or  tautologous,  as  are,  e.g.,  criteria 
for  lengths  of  stay  which  are  based  on  the  distribution  of  historical  lengths 
of  stay. 
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The  choice  between  an  administered  price  system  such  as  the  one  proposed  here 
and  alternative  systems  in  which  a  hodge-podge  of  regulations  and  controls  are 
superimposed  on  cost-based  reimbursement  in  attempts  to  counteract  the  perverse 
consequences  of  the  incentives  inherent  in  cost-based  reimbursement  boils  down 
to  a  choice  between  a  system  which  is  based  on  objective  criteria  and  which  will 
operate  automatically  once  properly  established  vs.  systems  which  are  founded 
on  vague  and  ill-defined  notions  of  need  or  propriety  and  which  require  the  appli- 
cation of  subjective  and  discretionary  human  judgment  on  a  case-by-case  basis. 
Because  of  its  basic  simplicity,  the  fact  that  price  determination  is  the  only 
function  required  of  it,  and  because  no  supplementary  regulatory  mechanisms 
are  required  in  conjunction  with  it,  the  administered  price  system  will  require 
a  minimum  resource  expenditure  for  its  maintenance.  In  contrast,  the  resource 
cost  required  to  continually  plan,  regulate,  police,  and  confound  the  operation 
of  a  health  system  based  on  reimbursement  of  "reasonable"  cost  is  extremely 
large ;  additional  costs  associated  with  inefficiencies  resulting  from  non-price 
rationing,  misjudgments,  and  the  perpetual  turmoil  created  by  such  systems  is 
incalculably  large. 

The  design  and  implementation  of  a  price  system  which  has  the  three  basic 
properties  discussed  in  this  section  must  be  undertaken  in  a  series  of  steps  which 
are  discussed  in  the  following  sections  of  this  paper.  These  steps  are  approached 
as  distinct  phases  of  empirical  research  and  development,  primarily  because 
adequate  data  and  information  upon  which  to  base  an  administered  price  system 
are  lacking  at  this  time.  These  data  must  be  developed  to  serve  the  requirements 
of  the  system  as  it  is  designed  and  implemented  on  the  basis  of  presently  avail- 
able information.  It  is  the  use  of  such  presently  available  information  in  a 
research  agenda  which  we  now  propose. 

The  agenda  consists  broadly  of  the  following  four  stages.  First,  we  proceed  to 
establish  groups  of  hospitals  within  which  uniform  prices  can  be  validly  im- 
posed. The  methodology  of  this  grouping  and  classification  of  hospitals  is  treated 
in  the  next  section.  Second,  we  undertake  the  determination  of  the  initial  sets 
of  prices  to  be  imposed  within  the  groups  of  hospitals  determined  in  the  first  step. 
These  prices  are  based  on  estimates  of  the  necessary  and  efficient  costs  of  produc- 
ing the  alternative  case  types  within  each  group  of  hospitals.  The  estimation 
procedure  to  be  used  in  this  second  step  of  the  research  is  discussed  in  Section 
IV.  The  third  step  of  the  research  program  is  devoted  to  establishing  more  suit- 
able definitions  and  measurements  of  the  variables  which  were  used  in  the  re- 
search of  steps  one  and  two.  These  include  the  definitions  and  measurement  of 
facilities  and  services  provided  by  hospitals,  of  case-type,  and  of  variables  used 
to  characterize  the  economic  environments  of  health  service  institutions.  These 
newly  devised  definitions  and  measurements  are  then  incorporated  into  the  de- 
sign of  the  reporting  systems  which  will  be  used  by  the  health  service  institutions 
within  the  administered  price  system.  The  fourth  step  of  the  research  agenda  is 
devoted  to  the  specification  of  the  rules  by  which  the  administered  prices  are 
revised.  The  rules  are  based  on  a  "symptomatology"  of  market  information 
which  indicates  whether  prices  should  be  increased  or  decreased  by  the  rate 
administrator.  The  application  of  the  rules  may  require  additional  information 
which  can  be  added  to  the  reporting  requirements  of  health  service  institutions. 

III.  GROUPING  HOSPITALS  FOR  COMPARISONS  OF  ECONOMIC  EFFICIENCY 

In  this  section  we  discuss  the  principles  for  grouping  hospitals.  The  purpose 
of  the  grouping  is  to  classify  hospitals  in  a  way  affording  the  determination  of 
a  single  set  of  prices  for  each  group  which  represents  the  minimum  necessary 
marginal  costs  of  production.  The  major  problem  to  be  addressed  in  this  section 
is  that  regarding  the  appropriate  criteria  for  use  in  differentiating  and  assigning 
hospitals  to  categories  within  which  their  relative  efficiencies  can  be  validly  com- 
pared and  within  which  a  single  set  of  prices  can  be  validly  imposed.  This  prob- 
lem includes  questions  regarding  the  variables  to  be  used  as  the  basis  for  the 
grouping,  the  definition  and  measurement  of  those  variables,  the  definition  of  a 
proper  group,  and  the  method  to  be  used  to  accomplish  the  clustering.  These 
questions  will  be  addressed  in  this  section.  Before  dealing  with  these  questions, 
however,  we  will  devote  the  next  few  paragraphs  to  discussion  of  the  notion  of 
efficiency  and  the  problems  of  directly  identifying  inefficient  hospitals  through 
the  use  of  statistical  techniques  of  empirical  analyses. 
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The  Commonwealth  of  Massachusetts, 

Executive  Department, 
Boston,  Mass.,  May  21, 1976. 

Hon.  Chaeles  A.  Yanik, 

Ways  and  Means  Su'bcommittee  on  Health, 

Rayhuni  House  Office  Building^  Washington,  B.C. 

Dear  Representative  Yanik  :  I  am  pleased  to  forward  to  you  a  "White  Paper 
on  Health  Care  Expenditures  in  Massachusetts"  which  was  developed  at 
my  request  by  the  Health  Planning  and  Policy  Committee  of  the  Common- 
wealth to  document  the  rapid  rise  of  costs  and  expenditures  in  the  health  field 
in  Massachusetts.  The  paper  also  presents  a  number  of  specific  proposals  to  ad- 
dress this  problem. 

I  believe  this  paper  represents  a  significant  initiative  in  analyzing  health  ex- 
penditures at  the  state  level  and  in  developing  a  comprehensive  approach  to  ris- 
ing health  care  costs.  The  paper  is  being  distributed  widely  to  facilitate  a  broad 
public  debate  of  the  complex  issues  raised  by  rising  costs  in  the  health  field. 

Over  the  next  few  months  we  will  be  refining  the  proposals  and  developing 
plans  for  their  implementation.  We  would  welcome  any  comments  or  suggestions 
which  you  or  members  of  your  staff  might  offer. 

I  hope  the  enclosed  document  will  be  useful  to  you.  If  you  or  members  of  your 
staff  would  like  to  discuss  this  paper,  please  feel  free  to  call  me  or  Lieutenant 
Governor  O'Neill's  Office  of  Federal- State  Relations  in  Washington. 
Sincerely, 

Michael  S.  Dukakis,  Governor. 
Health  Care  Expenditures  in  Massachusetts  ^ 
A  white  paper  developed  by  the  health  planning  and  policy  committee  of  the 

COMMONWEALTH,  APRIL  30,  1976 


VII.  POLICY  PROPOSALS 


{!).  Determination  of  Xecd 

A  major  mechanism  for  preventing  an  excess  in  the  supply  of  health  services 
in  the  Commonwealth  is  the  Determination  of  Need  program  (DON). 

The  DON  program  is  designed  to  provide  public  review  over  facility  construc- 
tion and  expansion  decisions  in  order  to  ensure  that  they  will  contribute  to 
improved  quality  and  accessibility  of  needed  services  at  the  lowest  aggregate  cost. 
The  required  reviews  operate  in  several  w^ays  to  hold  down  costs  of  health  care. 
First,  the  Public  Health  Council  responsible  for  making  determinations  of  need 
can  disapprove  a  proposed  project  for  which  need  has  not  been  proven,  thus 
blocking  its  implementation.  Second,  the  process  of  regional  planning  and 
analytical  review  which  underlies  DON  reviews  can  result  in  reductions  in  the 
scope  of  expansions,  or  in  significant  changes  to  provide  for  greater  benefit  at  less 
cost.  Third,  the  requirement  for  review  by  the  public  agency  acts  as  a  disincentive 
so  that  some  projects  envisioned  by  providers  are  not  even  proposed  for  DON 
approval.  Finally,  and  perhaps  most  importantly,  the  program  has  significant 
impact  in  fostering  a  sharing  of  services  and  resources  among  institutions. 

A  recent  study  of  DON  decisions  in  Massachusetts  concluded  that  the  program 
"forestalled  the^addition  of  478  beds  in  the  general  hospital  sector  and  1885  long 
term  beds."  ^  These  figures  reflect  a  savings  of  at  least  $280  million  in  construc- 
tion costs  since  1972.  Had  these  projects  been  implemented  the  estimated  impact 
on  total  health  expenditures  would  have  been  an  additional  expenditure  of 
$127,250  per  dav,  or  almost  $46.5  million  a  year.'^ 

^Miile  the  determination  of  need  program  has  led  to  substantial  savings  in 
total  health  care  expenditures  in  Massachusetts,  it  lacks  authority  in  two  critical 
areas.  First,  although  the  program  is  able  to  monitor  major  expansion  of  health 
resources  bv  hospitals  and  clinics,  it  does  not  have  similar  authority  over  capital 
acquisitions  bv  individual  doctors  or  groups  of  doctors.  Increasingly  groups  of 
phvsicians  in  private  practice  are  acquiring  expensive  equipment  which,  if  pur- 
chased by  a  hospital,  would  be  subject  to  DON  review. 


^  Efllt^fl  bv  Oversight  Subcommittee  staff.  Footnotes  origrinal.  ^T^«<q  . 

^^^Bicknell.  William  .1..  M.D..  and  Diana  Chapman  Wajsh  M.  S.  '^Certification  of  Need. 
The  Alassaohusetts  Experience,"  New  Enpland  Journal  of  Medicine,  May  15,  lyvo,  p.  luo*. 
Massachusetts  Department  of  Public  Health,  Boston,  Massachusetts. 
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A  current  example  of  this  trend  is  the  CAT  scanner,  a  sophisticated  and  expen- 
sive device  used  primarily  to  detect  neurological  problems.  Health  planners 
generally  agree  that  there  is  a  limit  to  the  number  of  scanners  required  in  any 
given  area,  and  that  oversupply  will  lead  to  unnecessarily  high  utilization  and 
unnecessary  costs.  Because  the  per  patient  charge  is  fairly  high,  overuse  could 
lead  to  significant  increases  in  health  costs.  ^Vliile  hospitals  and  state-licensed 
clinics  must  obtain  a  determination  of  need  before  purchasing  a  scanner,  it  is 
difficult  to  prevent  an  oversupply  of  scanners  due  to  purchases  by  individual 
physicians.  Unless  the  DON  program  is  expanded  to  include  such  purchases,  costs 
are  likely  to  continue  to  rise  needlessly. 

A  second  limitation  on  the  determination  of  need  program  as  a  mechanism 
for  constricting  supply  is  that  the  program  only  examines  proposals  for  new 
construction  or  replacement ;  it  has  no  authority  to  examine  the  necessity  or 
appropriateness  of  services  already  being  provided  in  an  area. 

A  third  limitation  in  the  past  has  been  the  lack  of  uniformity  in  standards 
used  by  various  agencies  in  reviewing  DON  applications.  The  state  is  currently 
working  with  the  newly  formed  Health  Systems  Agencies  to  alleviate  this  problem 
by  developing  uniform  standards  and  criteria  to  be  applied  in  reviewing  the 
broad  scope  of  services  covered  under  the  Determination  of  Need  Program. 

Propomls 

(a)  To  permit  more  effective  regulation  of  major  acquisitions,  the  determina- 
tion of  need  program  should  be  expanded  to  encompass  acquisition  of  major 
pieces  of  equipment  by  physicians  as  well  as  institutions. 

(b)  To  begin  to  deal  with  existing  services,  a  mechanism  has  been  proposed 
to  link  reviews  of  the  appropriateness  of  existing  services  with  the  state's  rate- 
setting  process.  These  reviews,  required  under  the  federal  Health  Planning  and 
Resources  Development  Act  of  1975,  will  be  conducted  by  the  regional  Health 
Systems  Agencies  with  strong  participation  by  local  consumers  and  providers. 

2.  Hospital  Charge  Reviews 

In  July  1975  the  Governor  signed  into  law  Chapter  424  of  the  Acts  of  1975, 
establishing  an  interim  system  for  reviewing  proposed  changes  in  hospital 
charges.  Under  the  legislation  the  state's  Rate  Setting  Commission  reviews 
changes  in  hospital  charges  effective  after  April  15,  1976.  As  of  January  8,  1976, 
the  Commission  had  reviewed  115  budget  submissions  for  1976,  disallowing  over 
$10  million  in  1976  budgeted  cost  increases  and  over  $3  million  in  proposed 
revenue  increases  due  to  increased  charges  for  services. 

While  the  interim  system  established  under  Chapter  424  has  apparently  had 
some  impact  on  hospital  charge  increases,  it  is  inadequate  in  two  important 
respects.  First,  it  permits  differing  charges  to  be  billed  to  different  classes  of 
payors,  a  situation  which  severely  limits  the  ability  of  any  one  payor  to  con- 
strain rising  hospital  prices.  Second,  like  the  determination  of  need  program 
discussed  above,  it  only  addresses  new  or  increased  charges,  rather  than  author- 
izing review  of  costs  incurred  and  amounts  charged  in  the  base  year. 

Proposal 

(a)  To  meet  these  inadequacies  the  Governor  has  filed  legislation  establish- 
ing a  more  comprehensive  system  of  charge  control.  Under  the  proposed  legis- 
lation, H.  3160,  all  patients  at  a  hospital  would  be  charged  the  same  amount  for 
the  same  services;  hospital  revenue  would  be  limited  to  the  amount  necessary 
to  provide  needed  services ;  and  the  public  would  be  brought  into  the  entire  rate 
setting  process  through  the  new  regional  health  systems  agencies  (HSAs),  as 
well  as  through  the  public  hearing  process  of  the  Rate  Setting  Commission.  The 
HSA's,  as  they  demonstrate  the  capacity,  would  review  services  offered  by 
hospitals  in  their  region  as  mandated  by  federal  law,  and  their  determinations 
would  provide  the  basis  for  the  Rate  Setting  Commission  to  disapprove  charges 
for  services  deemed  inappropriate. 

By  linking  rate  setting  and  planning  functions,  the  bill  would  establish  a 
mechanism  for  1)  eliminating  oversupply  of  services  which  tend  to  drive  up 
costs,  and  2)  encouraging  more  efiiecient  operation  of  those  services  which  are  in 
fact  necessary  and  appropriate  in  the  judgment  of  the  community  to  be  served. 

3.  Quality  Assurance 

While  DON  and  the  hospital  charge  control  system  should  be  effective  in 
constricting  the  supply  of  services,  their  long  term  effectiveness  in  limiting 
overall  costs  depends  on  their  being  linked  with  effective  programs  of  quality 
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assurance.  For  example,  utilization  review  (UR)  programs  are  charged  with 
reviewing  cases  of  hospital  and  nursing  home  patients  to  determine  whether 
they  are  receiving  the  level  of  care  they  need  in  the  respective  institution.  The 
object  of  utilization  review  is  to  identify  persons  who  are  receiving  inappro- 
priate treatment,  whether  too  much  or  too  little,  so  that  steps  may  be  taken  to 
ensure  that  appropriate  treatment  is  provided. 

Several  major  UR  programs  now  operate  in  Massachusetts :  Most  hospitals 
in  the  state,  in  order  to  qualify  for  accreditation  by  the  Joint  Commission  on 
the  Accreditation  of  Hospitals,  conduct  some  type  of  utilization  review  for  all 
patients  and  are  also  required  to  do  in-depth  audits  of  the  quality  of  care  for 
selected  classes  of  problems.  In  addition,  the  Certified  Hospital  Admissions  Moni- 
toring Program  (CHAMP)  monitors  services  deUvered  in  hospitals  to  patients 
receiving  Medicaid.  Since  its  inception  in  1973  CHAMP  has  reviewed  approxi- 
mately 200,000  cases,  leading  to  approximately  $15  million  in  savings  to  the 
Medicaid  program."  Over  the  next  year  CHAMP  will  be  phased  out  as  the 
federally  established  Professional  Standards  Review  Organizations  (PSRO's) 
undertake  reviews  of  hospital  cases  paid  for  by  either  Medicare  or  Medicaid. 
While  the  PSRO's  are  relatively  new  agencies,  they  have  the  potential  for  con- 
ducting CHAMP  type  reviews  for  all  Medicare  and  Medicaid  patients  in  Massa- 
chusetts hospitals.  In  addition,  PSRO's  will  be  required  to  conduct  in-depth 
studies  of  the  quality  of  care  being  provided  to  patients  receiving  federal  fund- 
ing for  hospital  services. 

A  second  major  quality  review  program  is  the  Periodic  Medical  Review  pro- 
gram (PMR),  which  by  federal  requirement  entails  annual  reviews  by  the  De- 
partment of  Public  Health  of  the  records  of  all  Medicaid  patients  in  skilled 
nursing  facilities  and  state  mental  hospitals.  These  reviews  are  carried  out  by 
nurses  and  other  trained  personnel  under  physician  supervision,  and  attempt  to 
determine  whether  patients  are  receiving  adequate  nursing  care  and  whether 
patients  are  in  the  appropriate  institution  in  terms  of  care  provided^ 

The  Independent  Professional  Review  (IPR)  program  conducts  similar  re- 
views annually  of  cases  in  intermediate  care  facilities. 

The  impact  of  effective  quality  assurance  on  expenditures  is  evidenced  by 
recent  PMR  analyses  which  indicate  that  about  18  to  20%  of  Medicaid  patients 
in  skilled  nursing  homes  in  fact  do  not  need  the  level  of  Medical  care  delivered 
in  those  settings,  and  could  be  well  cared  for  in  the  less  expensive  intermediate 
care  facilities.  If  these  residents  could  be  moved  to  a  less  intensive  setting,  the 
average  savings  per  patient  would  be  about  $1,825  per  year.^^ 

Proposals 

(a)  Quality  assurance  activities  conducted  through  the  PSRO's  should  in- 
clude all  hospital  patients  covered  by  any  third  party  payor.  In  addition,  the 
state  should  encourage  PSRO's  to  review  the  efficiency  of  medical  practice  and 
to  deal  with  such  issues  as  patterns  of  utilization  of  lab  and  X-ray  procedures. 
Over  time  this  should  be  expanded  to  include  peer  review  of  long  term  eare  and 
ambulatory  care. 

(b)  The  state  will  explore  the  possibiHty  of  requiring  pre-admission  reviews 
for  all  nursing  home  resid-^nts.  Since  institutional  care  my  be  unnecessary  if 
adequate  alternatives  are  available,  these  reviews  should  be  conducted  by  in- 
dividuals who  are  thoroughly  familiar  with  the  range  of  resources  available  in 
the  area. 

(c)  The  state  will  develop  an  effective  system  for  monitoring  the  utilization 
review  activities  of  PSRO's  . 

(d)  The  state  will  take  an  active  role  in  encouraging  shared  use  of  data  de- 
veloped by  PSRO's  and  other  agencies  as  necessary  for  comprehensive  quality 
assurance  activities. 

(e)  The  state  will  develop  or  encourage  others  to  develop  pilot  programs  using 
techniques  which  have  proven  effective  elsewhere  in  promoting  appropriate  use 
of  health  services.  One  such  technique  is  the  "second  opinion  option,"  in  which 
third  party  payors  agree  to  reimburse  the  patient  for  the  costs  of  obtaining  a 
second  physician's  opinion  in  regard  to  elective  or  non-emergency  surgery. 

Cf)  The  state  in  consultation  with  the  Massachus^etts  Medical  Society  and 
other  appropriate  groups,  will  explore  approaches  to  ensuring  the  continuing 
professional  competpnce  of  physicians  and  other  health  professionals  registered 
by  the  Commonwealth. 


»7  Massarhiisetts  Department  of  Public  Health,  Boston,  Massachusetts. 
^  Massachusetts  Department  of  Public  Health,  Boston,  Massachusetts. 
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(g)  The  state  will  encourage  the  development  of  community  based  alterna- 
tives to  institutional  care,  particularly  for  the  elderly  and  persons  discharged 
from  mental  hospitals.  Identification  through  utilization  review  of  patients  able 
to  live  outside  the  institution  is  of  little  value  if  the  lack  of  community  re- 
sources— including  adequate  housing,  health  services,  and  general  household 
services — prevents  the  person's  returning  to  the  community. 

J^.  Prepaid  and  Group  Medical  Practice 

Among  the  more  promising  mechanisms  for  reducing  demand  for  health  serv- 
ices, particularly  demand  for  high  cost  services,  are  the  various  forms  of  pre- 
paid medical  practice  exemplified  by  the  Health  Maintenance  Organization 
(HMO),  discussed  briefly  above.  In  such  an  organization  individuals  pay  a  fixed 
fee  (similar  to  an  insurance  premium)  to  the  provider  organization  which  is 
then  responsible  for  providing  directly  or  through  contractual  arrangements  with 
other  providers  a  predetermined  range  of  health  care  services.  The  range  of 
services  covered  is  generally  broader  than  under  traditional  health  insurance 
policies,  usually  including  ambulatory  and  preventive  as  well  as  acute  services. 
Since  the  income  generated  from  the  fixed  premiums  does  not  vary  with  the 
cost  of  services  actually  delivered,  the  physician  or  other  provider  accepts  some 
of  the  financial  risk  usually  left  to  the  consumer.  This  provides  strong  incentive 
for  physicians  to  be  very  judicious  in  the  use  of  services  and  encourages  efforts 
to  keep  patients  out  of  hospitals  whenever  possible. 

Several  recent  studies  indicate  that  both  hospital  utilization  rates  and  total 
expenditures  for  health  care  are  significantly  less  for  persons  enrolled  in  prepaid 
plans  than  for  those  carrying  traditional  health  insurance.  A  recent  survey  of 
HMO's  across  the  country  reports  that  cost  savings  average  about  20%.,  even 
after  such  variables  as  differing  populations  and  out-of-plan  expenditures  are 
taken  into  account.^® 

Although  HMO's  and  other  prepaid  plans  hold  promise  of  significant  cost 
reductions,  legal  and  administrative  barriers  have  constrained  their  development 
in  Massachusetts.  Legislation  is  currently  under  consideration  by  the  General 
Court  which  would  remove  many  of  these  obstacles  by  defining  the  legal  char- 
acteristics and  liabilities  of  an  HMO  and  assigning  regulatory  authority  over  such 
organizations  to  the  Commissioner  of  Insurance. 

A  second  delivery  model  which  holds  promise  of  proving  high  quality  care  at 
lower  costs  is  the  multi-specialty  group  practice.  Given  the  high  degree  of  special- 
ization currently  in  effect  in  the  medical  profession,  it  is  important  to  note  that 
this  model  appears  to  be  associated  with  more  cost  effective  care  and  lower  rates 
of  hospital  utilization  than  are  non-group,  specialist-oriented  practices.^  Pre- 
liminary studies  indicate  that  these  effects  occur  independently  of  whether  the 
group  practice  operates  on  a  prepayment  or  fee-for-service  system. 

Proposals 

(a)  The  Commonwealth  should  enact  legislation  clarifying  the  legal  status  and 
the  state's  expectations  of  prepaid  groups  practices  and  HMO's. 

(b)  Regulatory  mechanisms  should  be  established  which  will  provide  as  much 
flexibility  as  possible  to  developing  HMO's  and  other  prepaid  plans,  while  pro- 
tecting the  consumer  through  safeguards  on  financial  solvency,  high  quality 
medical  care,  and  guarantees  of  alternative  coverage  in  the  event  the  prepaid 
plan  terminates. 

(c)  The  state  will  undertake  administrative  efforts  to  encourage  the  formation 
and  development  of  HMO's,  including  provisions  of  technical  assistance  and  pos- 
sible funding  mechanisms. 

(d)  The  state  will  investigate  the  performance  of  multi-specialty  group  prac- 
tices to  ascertain  whether  they  exhibit  any  generalizable  patterns  in  providing 
high  quality  services  at  relatively  low  price.  If  such  patterns  are  apparent,  the 
State  will  explore  mechanisms  to  facilitate  the  development  of  such  practices 
in  the  Commonwealth. 

5.  Health  Insurance 

In  addition  to  clarifying  the  legal  status  of  health  maintenance  organizations, 
the  Commonwealth  needs  to  reexamine  the  impact  of  traditional  health  insurance 
coverage  on  the  cost  of  medical  care.  In  recent  years,  legislative  initiatives  have 


39  Starr,  Paul,  "The  Undelivered  Health  System,"  The  PuMio  Interest,  Number  42,  Win- 
ter. 1976.  p.  70. 

Ellwood,  Paul,  Statement  before  the  Subcommittee  on  Health  and  Environment,  United 
States  House  of  Representatives,  Washington,  D.C.,  February  10,  1976. 
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led  to  statutoiy  reqinrements  for  certain  types  of  benefits,  notably  alcoholism 
treatment  and  mental  health  services,  to  be  included  in  major  medical  policies. 
Legislation  has  now  been  introduced  which  would  require  minimum  standards  of 
health  insurance  coverage.  Both  these  approaches  have  significant  implications 
for  both  the  availability  and  the  cost  of  health  care. 

Regulatory  authority  in  the  Commonwealth  is  divided  among  the  Division  of 
Insurance,  the  Rate  Setting  Commission,  and  the  Group  Insurance  Commission. 
Until  recently,  no  formal  mechanism  existed  to  ensure  that  the  implications  of 
insurance  regulatory  decisions  were  related  to  health  policy  objectives.  The 
Health  Planning  and  Policy  Committee  now  provides  such  a  forum,  facilitating 
coordination  of  insurance  regulation  and  health  policy. 

Proposals 

(a)  The  Commonwealth  will  define  specific  ways  by  which  regulatory  authority 
in  the  field  of  health  insurance  should  relate  to  the  development  and  implementa- 
tion of  health  i>olicy.  In  the  course  of  such  definition,  the  state  will  address  spe- 
cifically the  types  of  information  now  available  to  the  Commissioner  of  insur- 
ance and  ways  of  developing  a  more  complete  data  base  to  explore  the  impact  of 
insurance  policies  on  health  care  costs. 

(b)  The  Commonwealth,  working  with  representatives  of  the  private  insur- 
ance industry,  will  explore  new  approaches  to  controlling  costs  in  the  health 
insurance  area,  including  an  analysis  of  current  and  proposed  mandates  for 
coverage. 

(c)  The  state  will  further  encourage  the  private  health  insurance  companies 
and  other  third  party  payors  to  develop  experimental  or  demonstration  projects 
to  test  the  effect  of  different  reimbursement  policies  on  utilization,  particularly 
in  the  hospital  sector.  Such  efforts  should  focus  on  ambulatory  surgery,  pread- 
mission ambulatory  testing,  outpatient  work-up  facilitators,  and  alternative  ways 
of  linking  hospitals  with  long  term  care  facilities. 

6.  Hospital  Consolidation 

The  determination  of  need  discussion  above  notes  the  important  role  played  by 
that  program  in  fostering  cooperation  and  sharing  of  services  among  institutions. 
In  the  past  statutory  and  administrative  barriers  have  severely  limited  coor- 
dination and  sharing  of  services  between  the  institutions  operated  by  the  Depart- 
ment of  Public  Health,  which  operates  hospitals,  and  the  Department  of  Mental 
Health,  which  administers  both  hospitals  and  schools  for  the  retarded. 

In  1975  a  major  obstacle  was  removed  when  the  General  Court  approved  legis- 
lation permitting  the  Department  of  Mental  Health  to  transfer  appropriate  pa- 
tients to  Department  of  Public  Health  hospitals.  This  statutory  change  paved  the 
way  for  both  complete  and  partial  consolidation  of  facilities,  involving  Gardner 
State  Hospital  and  Rutland  Heights,  and  Boston  State  Hospital  and  Lemuel 
Shattuck  Hospital.  These  efforts  will  have  two  specific  types  of  benefits.  First, 
they  will  enable  the  state  departments  to  provide  better  medical  and  psychiatric 
care  for  the  patients.  Second,  they  will  increase  the  federal  revenues  generated  by 
the  hospitals  by  broadening  the  base  of  patients  eligible  for  Medicaid  and  Medi- 
care reimbursement  at  facilities  which  meet  federal  and  state  standards. 

Proposals 

( a )  The  Commonwealth  will  develop  a  clear  definition  of  the  roles  which  state- 
sponsored  institutions  should  fill  in  terms  of  the  total  health  needs  of  the 
Commonwealth. 

(b)  The  Departments  of  Public  Health,  Mental  Health  and  other  relevant 
agencies  should  develop  a  coordinated  plan  for  implementing  those  roles,  includ- 
ing the  partial  or  total  consolidation  of  state  owned  institutions  as  appropriate. 
Legislative  and  administrative  changes  should  be  initiated  as  required  to  imple- 
ment those  plans,  following  adequate  public  review  and  consultation  with  af- 
fected parties. 

7.  Health  Manpower 

Massachusetts  enjoys  a  relatively  high  ratio  of  physicians  to  total  population, 
currently  estimated  at  214.8  physicians  per  100,000  residents  as  compared  to  a 
national  rate  of  167.4  per  100,000."  This  ratio  reflects  in  part  the  concentration 
of  training  resources  in  the  state,  including  four  medical  schools  and  14  hospitals 
with  comprehensive  teaching  programs. 


<^  Enthovpn.  Alain  C,  Can  We  Control  the  Cost  of  Health  Care,"  The  Stanford  Magazine, 
p.  IT).  (Volume  number  and  date  unavailable.) 
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While  the  overall  ratio  is  quite  high,  the  Commonwealth  shares  with  most  other 
states  the  problem  of  maldistribution  in  terms  of  both  geography  and  specialty. 

The  ratios  of  physician  to  population  within  each  of  the  state's  six  health 
systems  areas  range  from  93.4  per  100,000  to  360.1  per  100,000  residents.*^  Only 
about  one-third  of  the  physicians  in  the  state  provide  primary  care.  The  others 
are  specialists  who  provide  highly  specialized  or  tertiary  care  to  patients  referred 
to  them  by  primary  care  physicians.  One  effect  of  low  physician  ratios  is  a  ten- 
dency for  residents  to  use  the  emergency  rooms  of  community  hospitals  for  rou- 
tine medical  care. 

While  the  state  has  relatively  little  authority  in  the  areas  of  physician  train- 
ing and  distribution,  it  is  working  through  the  new  University  of  Massachusetts 
Medical  School  to  increase  the  number  of  primary  care  physicians  practicing  in 
Massachusetts.  In  qualitative  terms,  some  of  this  training  will  focus  on  unmet 
needs  such  as  medical  services  in  public  institutions.  Efforts  are  also  underway 
to  develop  better  information  on  health  manpower  resources  in  the  Com- 
monwealth, an  area  which  until  recently  received  relatively  little  attention  from 
the  public  sector. 

Proposals 

(a)  The  state  will  focus  available  resources,  including  training  resources  of  the 
new  University  of  Massachusetts  Medical  School  and  Teaching  Hospital,  toward 
improving  the  current  imbalance  of  medical  specialization. 

(b)  The  state  will  explore  ways  to  foster  better  distribution  of  specialists  and 
to  encourage  redistribution  of  available  manpower  to  ensure  adequate  care  for 
persons  living  in  both  rural  and  urban  areas  in  the  state.  These  efforts  will  be 
linked  closely  to  the  development  and  implementation  of  state  and  regional 
health  plans. 

(c)  The  state  will  support  the  development  of  the  allied  health  professions 
with  the  aim  of  providing  an  optimal  mix  of  health  professionals  to  meet  the 
needs  of  the  Commonwealth. 

(d)  The  state  will  continue  its  efforts  to  develop  a  comprehensive  data  base  on 
health  manpower,  in  coordination  with  institutions  engaged  in  training  health 
professionals,  health  planning  agencies,  and  other  interested  organizations. 

8.  Regulation  Revietv 

While  one  answer  to  rising  health  costs  may  be  increased  regulation  by  govern- 
ment authorities,  it  is  clear  that  such  regulation  must  take  into  account  the  cost 
of  regulation  compliance.  In  recent  months  the  Commonwealth  has  initiated  re- 
views of  various  nursing  home  regulations  to  evaluate  their  impact  on  the  quality 
of  patient  care  relative  to  the  costs  incurred  in  implementation. 

In  addition  to  reviewing  state  regulations,  the  Commonwealth  has  worked 
with  HEW  to  permit  consideration  of  cost  benefit  analysis  in  decisions  regarding 
federal  regulations.  This  approach  has  been  particularly  important  in  the  area 
of  nursing  home  regulation,  where  federal  guidelines  have  tended  to  focus  on 
physical  plant  requirements  rather  than  on  patient  needs  or  quality  care.  In  a 
recent  round  of  negotiations,  Massachusetts  obtained  tentative  HEW  acceptance 
of  a  flexible  interpretation  of  federal  Life  Safety  Code  regulations  which  will 
save  an  estimated  $100  million  in  nursing  home  construction  costs  which  would 
have  been  required  under  strict  enforcement  of  original  federal  guidelines. 

Proposals 

(a)  State  officials  will  continue  to  review  existing  regulations  to  identify  over- 
lapping or  contradictory  regulations  and  to  determine  whether  regulations  pro- 
duce sufficient  benefits  for  patients  to  justify  the  expenditures  required  for  com- 
pliance. The  state  will  also  review  the  costs  created  by  proposed  regulations 
before  issuing  any  regulation  in  final  form. 

(b)  The  state  will  continue  to  push  the  federal  government  to  streamline  its 
regulations  to  permit  an  optimal  balance  of  costs  and  benefits  in  the  delivery  of 
health  care. 

9.  Generic  Drugs 

In  1970  Massachusetts  enacted  the  first  state  generic  drug  law.  The  law  re- 
quires that  physicians  who  prescribe  by  brand  name  shall  also  include  the  generic 
or  chemical  name  of  the  drug,  if  any,  on  the  prescription.  Generic  drugs,  equiva- 
lent to  brand  name  drugs  in  composition  and  effect,  generally  sell  at  substantially 


*2  MassachiiPetts  Department  of  Public  Health,  Health  Data  Annual,  1975,  Volume  II. 
Number  1,  Boston,  Massachusetts,  1975,  p.  36. 
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lower  costs  than  do  their  trade  name  counterparts.  U.S.  Senator  Gaylord  Nelson 
reported  in  1973  that  generic  drugs  generally  cost  from  %  to  Yso  as  much  as 
brand  names.^"  In  1973  the  Massachusetts  Department  of  Public  Health  estimated 
use  of  generic  drugs  rather  than  brand  name  drugs  would  yield  a  savings  of 
Sl.o  million  to  the  state's  medical  assistance  program,  and  a  total  savings  of  from 
$4.4  to  $7.0  million  to  consumers  throughout  the  state. 

Proposal 

Legislation  has  been  introduced  in  Massachusetts  which  would  facilitate  use 
of  generic  drugs  by  requiring  physicians  to  use  prescription  forms  with  two 
alternative  places  for  signature.  If  the  physician  indicated  by  his  or  her  signa- 
ture that  the  pharmacist  filling  the  prescription  should  substitute  the  lower  cost 
equivalent  drug,  then  the  pharmacist  would  be  legally  required  to  do  so.  The  Ad- 
ministration has  endorsed  the  principles  of  the  bill  and  urges  its  passage  by 
the  General  Court. 

10.  Health  Planning 

Further  development  and  effective  implementation  of  many  of  the  proposals 
discussed  in  this  paper  depend  in  large  part  on  a  strong,  effective  health 
I/lanning  process  for  the  Commonwealth.  Since  1967  the  regional  health  planning 
agencies  (the  "b"  agencies)  and  the  state's  Ofl3ce  of  Comprehensive  Health 
Planning  (the  "a"  agency)  have  had  the  primary  responsibility  for  health  plan- 
ning in  the  Commonwealth.  While  these  agencies  have  provided  valuable  plan- 
ning resources  and  leadership  to  the  health  field,  their  affectiveness,  particularly 
at  the  regional  level,  has  been  limited  by  a  lack  of  sufficient  financial  resources 
and  their  status  as  primarily  advisory  agencies. 

In  1975  federal  legislation  (P.L.  93-641,  the  National  Health  Planning  and 
Resources  Development  Act  of  1975)  mandated  the  establishment  of  new  Health 
Systems  Agencies  (HSA's)  and  a  State  Health  Planning  and  Development 
Agency  to  replace  the  "b"  and  "a"  agencies  as  official  health  planning  bodies.  In 
Massachusetts  HSA's  have  been  designated  in  four  of  the  six  health  services 
areas  in  the  state ;  designation  of  HSA's  in  the  two  remaining  areas  is  expected 
in  the  summer  of  1976. 

In  the  coming  years  these  HSA's  must  address  some  very  complex  issues  of 
health  resources  development  and  utilization,  including  such  issues  as  physician 
distribution,  coordination  of  institutional  resources,  and  allocation  of  limited 
health  dollars.  The  state's  health  planning  system  must  have  the  capacity  to 
perform  in-depth  analyses  of  these  issues,  if  it  is  to  provide  the  direction  needed 
to  ensure  effective,  efficient  use  of  the  state's  abundant  health  resources.  Two 
elements  are  essential  to  the  development  of  this  planning  capacity.  First,  the 
planning  agencies  must  have  adequate  funding.  Second,  the  lankage  of  planning 
agencies  with  providers  and  regulatory  agencies  must  be  clearly  defined. 

Unfortunately,  in  both  these  areas  federal  support  has  been  inadequate.  P.L. 
93-641  fails  to  clarify  the  relationship  between  the  HSA's  and  other  elements  of 
the  health  system  and  to  provide  the  authority  needed  to  give  planning  recom- 
mendations more  weight  than  simple  advisory  opinions.  Further,  the  level  of 
funding  provided  to  the  HSA's  in  recent  federal  appropriations  is  so  low  that  in 
Massachusetts  the  new  agencies  will  receive  even  less  funding  this  year  than 
did  the  predecessor  agencies  last  year.  Unless  additional  resources  are  made 
available,  the  planning  system  will  not  be  able  to  carry  out  its  functions  effec- 
tively in  the  coming  years. 

Proposals 

(a)  The  Commonwealth  should  continue  its  efforts  in  conjunction  with  the 
HSA's  to  obtain  additional  federal  funds  for  the  Massachusetts  HSA's.  The  higher 
than  average  level  of  resources  and  larger  proportion  of  expensive,  highly  spe- 
cialized services  in  Massachusetts  demand  an  increase  in  the  financial  resources 
designated  for  planning  and  coordinating  the  medical  care  system  in  the  state. 
Particular  efforts  should  be  made  to  increase  the  HSA's  capacity  to  perform 
economic  analyses. 

(b)  The  Commonwealth  should  develop,  in  consultation  with  all  concerned 
parties,  and  define  by  law  or  regulation  the  specific  linkages  between  the 
planning  agencies  and  other  components  of  the  health  care  system.  Incorporation 
of  planning  agency  reviews  in  the  proposed  hospital  charge  regulation  system 
is  a  critical  element  in  this  process. 
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(c)  The  Common wealtli  will  develop  a  common  format  for  state  and  regional 
health  plans  to  facilitate  integrated  planning.  The  state's  health  planning  and 
development  agency  will  coordinate  input  of  regional  planning  agencies  to  de- 
velop integration  of  regional  and  statewide  objectives  into  a  single,  comprehen- 
sive state  plan  for  approval  by  the  state's  Health  Coordinating  Council,  estab- 
lished under  P.L.  93-641. 

(d)  The  Commonwealth  will  use  both  delivery  and  regulatory  mechanisms  to 
achieve  the  specific  objectives  adopted  through  the  state  health  plan. 

11.  The  Federal  Role 

Most  of  the  proposals  discussed  here  focus  on  the  Commonwealth — its  govern- 
ment, health  providers,  consumers,  and  others.  But  any  actions  taken  here  occur 
in  the  context  of  a  federal  system,  in  which  decisions  by  the  federal  government 
have  significant  impact  on  the  availability  and  cost  of  health  services  in  the 
Commonwealth. 

It  is  essential,  therefore,  that  representatives  of  both  the  public  and  private 
sectors  in  Massachusetts  be  aware  of  initiatives  at  the  federal  level  and  work  to 
ensure  that  such  actions  serve  the  best  interest  of  the  people  of  the  Common- 
wealth. Toward  this  end  the  following  proposals  for  federal  action  are  included 
here. 

Proposals 

The  state  will  urge  the  federal  government : 

(1)  to  continue  and  strengthen  federal  initiatives  in  the  health  field, 
including  PSRO's,  Health  Systems  Agencies  and  other  planning  bodies  under 
93-641,  HMO's,  and  manpower  development  and  distribution  efforts; 

(2)  to  build  upon  state  initiatives  and  to  incorporate  successful  state 
efforts  in  such  areas  as  hospital  charge  reviews  and  utilization  review  into 
national  programs ; 

(3)  to  consider  replacing  federal  regulations,  particularly  in  the  area  of 
long  term  care,  with  more  flexible  standards,  permitting  states  to  define 
specific  requirements. 

(4)  to  move  toward  a  program  of  national  health  insurance  which  rein- 
forces successful  programs  and  includes  effective,  state-oriented  mechanisms 
for  controlling  costs ; 

(5)  to  refrain  from  responding  to  the  pressures  of  rising  costs  by  retrench- 
ing and  placing  an  increasing  burden  on  the  states  and  local  governments. 

12.  Primary  Prevention  and  Individual  Health 

While  the  various  proposals  discussed  above  should  be  pursued  as  means  for 
bringing  the  rate  of  cost  increase  under  control,  the  most  obvious  response  to 
rising  health  costs  is,  of  course,  to  reduce  illness.  Ironically,  the  most  effective 
measures  for  limiting  health  costs  are  probably  related  to  medical  care  only 
peripherally.  Much  illness  is  caused  by  poor  individual  habits  and  often  times 
medical  care  cannot  undo  what  the  individual  hasi  done  to  him  or  herself. 

For  example,  in  Massachusetts  in  1974  auto-related  accidents  were  the  direct 
cause  of  more  than  72,000  non-fatal  injuries,  almost  13  for  every  100  persons  in 
the  Commonwealth.**  The  use  of  seat  belts  reduces  the  risk  of  fatal  accidents  by 
at  least  50%,  yet  their  use  is  still  not  required.  Of  the  leading  causes  of  death 
in  the  Commonwealth  other  than  auto-related  accidents,  several  are  linked  di- 
rectly to  poor  eating  habits,  lack  of  physical  exercise,  and  environmental 
pollutants. 

Programs  to  discourage  individuals  from  smoking,  improve  driving  habits, 
strengthen  drunk  driving  laws,  improve  the  environment,  promote  physical  fitness 
and  good  nutrition — all  could  improve  the  quality  of  individual  health  in  Massa- 
chusetts and  impact  rising  costs  far  more  than  could  specific  medical  programs. 
Further,  the  State  should  consider  enacting  and  enforcing  much  more  stringent 
laws  in  those  areas  which  clearly  affect  the  public's  health.  One  example  of  this 
approach  is  Sweden's  mandatory  seat  belt  law,  which  requires  police  to  ticket 
any  person  seen  not  wearing  a  seat  belt  in  a  moving  vehicle. 

Until  individuals  and  society  as  a  whole  begin  to  practice  preventive  medicine 
on  a  large  scale,  other  attempts  to  limit  health  care  expenditures  will  be  of  only 
limited  success. 
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Proposal 

The  state  will  develop  a  compreliensive  program  of  preventive  health  and 
will  work  with  communities  to  develop  and  replicate  models  for  improving  in- 
dividual health.  Attention  will  be  focused  on  improving  dental  health,  limiting 
environmental  pollutants,  promoting  programs  to  assist  individuals  to  stop 
smoking,  improving  screening  for  hypertension  and  other  major  health  problems. 
The  program  will  include  local  initiatives  involving  health  education  and  local 
boards  of  health  activities,  use  of  the  mass  media  to  encourage  healthful  per- 
sonal habits,  and  a  legislative  program  aimed  at  primary  prevention. 

Technical  Xote. — Data  on  hospital  expenditures  in  Massachusetts  are  derived 
primarily  from  the  Massachusetts  Funds  Flow  Project,  an  interagency  project 
initiated  in  1975  by  the  Massachusetts  Department  of  Public  Health,  Eate  Setting 
Commission,  Department  of  Public  Welfare,  and  Office  of  Comprehensive  Health 
Planning.  The  method  used  is  essentially  that  devised  by  Cooper  and  Worthing- 
ton  (Office  of  Research  and  Statistics,  Social  Security  Administration,  U.S. 
Department  of  Health,  Education  and  Welfare).  The  Department  of  Public 
Health  and  Rate  Setting  Commission  provided  data  on  expenditures  for  hospitals, 
nursing  homes  and  other  non-federal  facilities. 

Additional  data  was  collected  from  federal  sources  and  the  private  sector.  Out 
of  pocket  expenditures  were  estimated  as  a  residual  after  all  private  and  public 
third  party  expenditures  were  subtracted  from  total  health  expenditures,  esti- 
mated independently. 

Figures  for  FY  1969  and  1973  are  actual  expenditures ;  analogous  figures  for 
FY  1975  and  FY  1976  reflect  Fund  Flow  Projections  unless  otherwise  indicated. 

The  Funds  Flow  Project  is  currently  developing  actual  data  for  FY  1974,  1975, 
and  annual  projections  through  FY  1977.  The  methodologies  used  are  continually 
refined.  Estimates  and  comparisons  of  1969  through  1973  may  be  revised  in 
accordance  with  such  refinement  to  ensure  comparability. 

Additional  information  on  the  funds  flow  methodology,  analyses  and  results 
not  discussed  here  is  available  from  the  Office  of  Comprehensive  Flealth  Planning, 
Massachusetts  Department  of  Public  Health,  600  Washington  Street,  Boston, 
02111. 
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MONDAY,  MAY  17,  1976 

House  of  Representati\t:s, 
Subco:mmittee  ox  Oversight, 
Committee  ox  Ways  axd  Meaxs, 

Wash  ing ton^  D .  C. 

The  subcommittee  met  at  2:30  p.m.,  pursuant  to  notice,  in  room 
H-208,  the  Capitol,  Hon.  Richard  F.  Vander  Yeen  presiding 

Mr.  Vaxder  Veex.  "We  are  going  to  do  something  unusual  and  begin 
a  congressional  hearing  a  minute  before  it  is  scheduled  to  start.  That 
may  set  an  all-time  record.  I  don't  know. 

We  expect  a  lot  of  people  here  this  afternoon,  and  we  may  have  a 
little  difficulty  crowding  in,  but  we  have  a  great  many  subjects  to  cover. 
We  are  going  to  ask  the  witnesses  to  do  their  best  to  condense  their 
statements  so  that  we  can  make  the  appropriate  inquiries.  I  am  going 
to  lead  off  with  a  statement  which  I  will  try  to  summarize  with  respect 
to  the  purpose  of  this  hearing  and  why  we  are  gathered  here  today. 

During  the  past  year,  the  Oversight  Subcommittee  has  attempted  to 
monitor  the  Department  of  Health.  Education,  and  Welfare  research 
on  medicare  and  health  cost-saving  experiments.  The  subcommittee  be- 
lieves that  these  experiments  may  hold  the  key  to  urgently  needed 
improvements  in  cost  control  and  quality  in  Federal  health  care 
programs. 

Increasing  Federal  and  State  participation  in  the  delivery  of  medi- 
cal care,  mounting  pressures  for  national  health  insurance  and  escalat- 
ing health  care  costs — up  300  percent  in  the  past  decade  and  now 
amounting  to  $118  billion  yearly — underline  the  need  for  new  cost 
effective  health  care  policies. 

The  subcommittee  staff  has  found  evidence  that  indicates  HEW 
has  not  developed  adequate  new  cost-containment  procedures,  due  to  a 
lack  of  vigorous  and  timely  experimental  effort. 

Congress  has  provided  the  Department  with  both  the  money  and 
authority  to  test  a  broad  range  of  health  care  experiments. 

To  date,  the  development  and  performance  of  the  experimental 
projects  has  seriously  fallen  short  of  the  expectations  and  goals  of  the 
Congress.  Xearly  4  years  after  the  enactment  of  Public  Law  92-603 
and  the  expenditure  of  over  $20  million  under  the  social  security  re- 
search provisions,  no  detailed  recommendations  have  been  made  with 
respect  to  implementing  specific  methods  tested. 

The  entire  effort  at  experimentation  has  been  exceedingly  slow. 

(59) 
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In  sum,  there  has  been  a  loss  of  opportunity  to  develop  more  efficient 
and  economical  methods  of  health  care  financing  and  delivery  of 
services. 

Today's  hearing  focuses  on  three  projects,  durable  medical  equip- 
ment, day  hospital  services  and  physician  extender  experimentation, 
where  this  loss  of  opportunity  is  particularly  obvious. 

In  addition,  poor  performance  in  these  and  other  research  activi- 
ties of  HEW  indicates  a  questionable  administration  of  the  entire  ex- 
perimental effort.  Evidence  gathered  by  the  subcommittee  reveals  a 
serious  lack  of  coordination  between  the  Social  Security  Administra- 
tion and  the  Public  Health  Service  in  the  assignment  of  section  222 
responsibilities.  The  shifting  of  projects  from  one  agency  to  the  other, 
as  w^ell  as  a  longstanding  budgetary  dispute  between  SSA  and  PHS 
have  taken  away  a  great  deal  of  valuable  time  from  experimentation 
efforts.  It  is  my  hope  that  our  hearing  today  will  ensure  improved 
coordination  within  HEW  on  the  administration  of  research  projects 
and  the  use  of  research  funding. 

The  failure  of  the  Secretary  of  HEW  to  formally  delegate  section 
222  responsibility  to  the  appropriate  divisions  within  the  Department 
has  contributed  to  a  disorganized  implementation  of  the  law.  For  ex- 
ample, according  to  a  March  19,  1976  Social  Security  memo  from 
Elmer  Smith,  associate  commissioner  for  program,  policy  and  plan- 
ning, "lio  formal  delegations  of  authority  have  been  made  by  the  Sec- 
retary for  implementation  of  any  of  the  areas  of  experimentation 
specified  in  Section  402(a),  as  amended,  or  in  Section  222." 

In  a  letter  of  March  26, 1  requested  that  Secretary  Mathews  decide 
just  who  is  responsible  for  the  various  section  222  experiments  and 
demonstration  projects.  No  response  has  been  given  to  this  urgent 
question.  It  is  our  hope  that  today's  testimony  from  the  administration 
witnesses  will  resolve  this  issue  once  and  for  all. 

No  single  research  project  can  solve  our  nation's  health  cost  prob- 
lems, but  the  incredible  continuing  inflation  in  health  service  costs  re- 
quires that  we  give  more  attention  to  new  and  better  ways  of  providing 
and  financing  services. 

I  would  now  like  to  introduce  the  witnesses  who  will  testify  before 
the  subcommittee  today. 

The  witnesses  will  be : 

Marjorie  Lynch,  Under  Secretary,  Health,  Education,  and  Welfare. 

Commissioner  Cardwell.  Mr.  Chairman,  it  may  be  that  she  has 
another  understanding  on  the  time  of  the  hearing. 

Mr.  Yander  Yeen".  I  see.  Mr.  James  B.  Cardwell  has  just  spoken.  He 
is  the  Commissioner,  Social  Security  Administration. 

Dr.  Theodore  Cooper,  Assistant  Secretary  for  Health. 

Commissioner  Cardwell.  I  assume  he  will  be  with  the  Under  Sec- 
retary. 

Mr.  Yander  Yeen.  Mr.  J arrett  Wise,  director,  physician's  assistant 
program,  George  Washington  University,  School  of  Medicine  and 
Health  Sciences. 

Mr.  Gregory  Ahart,  GAO. 

Mr.  Robert  Iffert,  assistant  director,  manpower  welfare  division, 
GAO. 
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Dr.  Carole  Steinbock,  director  of  the  center  for  social  research  and 
rehabilitation  medicine,  Albert  Einstein  College  of  Medicine,  Bronx, 
Xew  York. 

Before  we  begin,  I  should  like  to  point  out  that  members  of  the  sub- 
committee may  be  called  away  to  vote  at  any  time,  although  we  are 
struggling  with  a  series  of  consent  bills  now,  and  there  are  no  votes  on 
the  floor.  But  that  may  occur.  In  an  effort  to  avoid  prolonging  this 
hearing,  I  would  like  to  ask  that  in  the  testimony  given  you  cover  the 
highlights  of  your  statement,  and  without  objection,  your  written 
testimony  will  be  entered  in  the  record  in  its  entirety. 

Mr.  Ahart,  since  you  are  here,  woud  you  now  proceed. 

STATEMENT  OF  GREGORY  AHART,  DIRECTOR,  MANPOWER  AND 
WELFARE  DIVISION,  GAO,  ACCOMPANIED  BY  ROBERT  IFFERT, 
ASSISTANT  DIRECTOR,  MANPOWER  AND  WELFARE  DIVISION, 
GAO 

Mr.  xVhart.  Mr.  Chairman,  and  members  of  the  subcommittee,  we  are 
pleased  to  appear  today  to  discuss  the  need  for  improvements  in  pro- 
viding durable  medical  equipment  to  medicare  beneficiaries. 

On  May  12,  1972,  we  issued  a  report  to  the  Congress  entitled  "Need 
for  Legislation  to  Authorize  More  Economical  Ways  of  Providing 
Durable  Medical  Equipment  Under  Medicare."  In  that  report,  we  dis- 
cussed how  medicare  patients  often  rented  durable  medical  equip- 
ment even  when  the  periods  of  need,  as  estimated  by  their  physicians, 
were  long  enough  to  justify  purchase. 

During  our  review  at  5  medicare  carriers  in  4  States,  we  analyzed 
a  statistical  sample  of  patients'  claims  selected  from  the  claims 
of  the  13,000  patients  whose  claims  for  durable  medical  equipment  were 
processed  in  1970.  For  the  13,000  patients,  GAO  estimated  that  $234,- 
000 — including  the  patients'  share  of  $47,000 — could  have  been  saved 
if  the  equipment  had  been  purchased  when  the  anticipated  periods  of 
need  indicated  that  purchases  would  have  been  more  economical  than 
rentals. 

At  a  sixth  carrier  in  a  fifth  State,  we  analyzed  a  sample  selected  from 
the  claims  of  the  7,000  patients  whose  claims  were  processed  during 
August  1971.  For  the  7,000  patients,  we  estimated  that  savings  of 
$763,000 — including  the  patients'  share  of  $153,000 — could  have  been 
realized. 

In  our  report,  we  recommended  that  the  Congress  amend  the  medi- 
care law  to  authorize  HEW  to  find  more  economical  methods  for  pay- 
ing for  durable  medical  equipment  including  authority  to :  Make  lump- 
sum payments  for  purchases  of  equipment  when,  on  the  basis  of  antici- 
patecl  periods  of  need,  purchase  appears  to  be  more  economical  than 
rental;  require  the  early  submission  of  such  claims;  and  limit  pay- 
ments to  the  amounts  payable  under  the  recommended  rent-or-pur- 
chase  decision.  Enter  into  agreements  with  suppliers  aimed  at  limiting 
rental  payments  after  they  exceed  the  purchase  prices  by  specified 
percentages  and  at  obtaining  prices  for  the  purchase  of  equipment  that 
are  comparable  to  those  obtained  by  other  federally-financed  health 
programs. 
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Accurate  data  on  medicare  expenditures  for  durable  medical  equip- 
ment and  on  the  potential  overall  savings  through  purchasing  rather 
than  leasing  such  equipment  are  not  readily  available. 

The  Social  Security  Administration  estimates  that  in  calendar  year 
1973,  about  1.9  percent  of  total  part  B  medicare  payments  were  for 
durable  medical  equipment.  We  have  no  reason  for  questioning  this 
estimate.  Based  on  this  estimate,  medicare's  durable  medical  equipment 
costs  would  have  totaled  about  $47  million  in  fiscal  year  1973  and  about 
$62  million  in  fiscal  year  1974.  These  estimates  of  program  costs,  ex- 
cluding beneficiaries'  copayment  liabilities,  should  provide  some  frame 
of  reference  to  judge  the  reasonableness  of  any  estimates  of  potential 
savings. 

At  the  request  of  the  Human  Eesources  Task  Force  of  the  House 
Committee  on  the  Budget,  we  developed  an  estimated  savings  by  pur- 
chasing rather  than  leasing  durable  medical  equipment  of  about  $14 
million  of  which  the  medicare  program  share  was  about  $11  million, 
for  1970.  That  estimate  is  based  principally  on  work  performed  several 
years  ago  and,  as  we  advised  the  task  force,  is  not  statistically  valid.  It 
may  serve,  however,  to  give  a  rough  idea  of  the  magnitude  of  potential 
savings. 

In  line  with  the  recommendations  in  our  1972  report,  section  245  of 
Public  Law  92-603  authorized  the  Secretary  to  conduct  experiments 
designed  to  eliminate  unreasonable  expenses  resulting  from  prolonged 
rentals  of  durable  medical  equipment  including  purchase  if  justified 
by  the  anticipated  length  of  rental.  The  Secretary  was  also  authorized 
to  implement  on  a  nationwide  basis  any  reimbursement  procedures 
developed  in  these  experiments. 

HEW  issued  a  request  for  proposal  for  designs  for  such  experiments 
in  December  1973.  Three  proposals  for  testing  new  reimbursement 
methods  were  developed  under  that  procurement.  The  reimbursement 
methods  proposed  in  these  protocols  were:  (1)  a  prepaid  capitation 
system,  (2)  a  system  to  automatically  transfer  title  to  the  beneficiary 
when  rental  payments  exceed  the  purchase  price  plus  an  additional 
rental  payment,  and  (3)  a  system  which  included  lump-sum  payments 
for  new  and  used  equipment,  and  a  rental-purchase  conversion  pro- 
cedure. 

On  May  14, 1976,  the  Social  Security  Administration  requested  com- 
petitive proposals  for  conducting  an  experiment  based  on  the  latter 
proposal. 

With  regard  to  rental-purchase,  the  request  for  proposal  provided 
that :  Rental-purchase  conversions  occurring  during  the  first  6  months 
of  rental  shall  have  at  least  1  month's  rental  deducted  from  the  pur- 
chase price ; 

Rental  purchase  conversions  occurring  during  the  seventh  month 
and  thereafter  shall  have,  in  addition  to  the  reduction  allowed  for  the 
first  6  months,  at  least  2  percent  of  the  original  purchase  price  credited 
for  each  month,  beginning  with  the  seventh  month,  up  to  a  maximum 
reduction  of  at  least  two-thirds  of  the  purchase  price. 

Thus,  it  could  take  over  21^  years  to  attain  a  two-thirds  credit 
toward  the  purchase  price.  However,  some  limited  work  we  recently 
performed  shows  that  the  purchase  price  of  durable  medical  equipment 
is  generally  less  than  1  year's  rental  costs. 


AYe  understand  that  SSA  expects  to  award  a  contract  by  about 
July  30,  1976.  The  request  for  proposal  provides  that  the  experiment 
effort  shall  be  completed  within  3  years. 

Thus,  assuming  that  the  experiment  is  not  completed  before  the 
maximum  time  and  that  the  Social  Security  Administration  does  not 
implement  changes  in  reimbursement  procedures  during  the  experi- 
ment, at  least  7  years  will  have  passed  since  the  enactment  of  section 
245  of  Public  Law  92-603  before  the  reimbursement  improvements  en- 
visioned in  that  legislation  are  implemented. 

We  believe  that  our  1972  report  demonstrated  the  economic  bene- 
fits available  from  the  use  of  lease-purchase  agreements  for  durable 
medical  equipment.  A  bill,  H.E.  8717,  introduced  on  July  17,  1975, 
would  require  the  Secretary  to  enter  into  lease-purchase  agreements 
with  suppliers  and  to  encourage  the  use  of  lease-purchase  agreements 
for  durable  medical  equipment.  In  a  February  11,  1976,  report  to  the 
Human  Resources  Task  Force,  we  recommended  that  the  Congress 
enact  H.R.  8717.  We  continue  to  endorse  this  legislation. 

Mr.  Chairman,  that  concludes  our  statement.  We  will  be  happy  to 
answer  your  questions. 

Mr.  Vander  Yeex.  Thank  you,  Mr.  Ahart.  I  appreciate  very  much 
the  obvious  effort  to  keep  your  statement  concentrated  and  to  the  point, 
and  I  think  before  proceeding  to  questions,  we  would  like  to  hear  from 
the  next  Avitness,  who  will  be  Mr.  Iffert. 

Mr.  Ahart.  ^Tr.  Iff'ert  accompanies  me,  Mr.  Chairman. 

Mr.  Vaxder  Veex.  I  see,  and  he  doesn't  have  a  separate  statement. 
That  is  fmo. 

I  would  like  to  ask  you  one  question,  Mr.  Ahart,  with  reference  to 
hemodialysis  equipment.  Social  Security  is  excluding  the  durable  med- 
ical equipment  experiment  on  hemodialysis  equipment.  Does  the  GAO 
find  any  justification  for  this  exclusion? 

Mr.  AiiART.  We  see  no  apparent  reason  for  it,  Mr.  Chairman.  The 
liemodialysis  equipment  tends  to  be  among  the  more  expensive  equip- 
ment that  is  subject  to  rental.  It  also  tends  to  be  equipment  that,  as- 
suming the  patient  adjusts  to  it  properly,  is  used  on  a  fairly  long-term 
basis.  I  v/ould  see  no  reason  for  excluding  that. 

^Ir.  Vaxder  Veex'.  Do  yon  have  any  idea  why  SSA  does  not  seem 
to  have  accurate  data  on  medicare  expenditures  for  durable  medical 
equipment  ? 

Mr.  Ahart.  Mr.  Iff'ert  may  have  some  response. 

Mr.  Iffert.  It  is  a  very  small  benefit  in  terms  of  the  overall  benefit, 
about  2  percent  of  the  total  part  B  benefit.  So  probably  there  is  no  real 
reason  statistically  to  be  constantly  breaking  down  that  part  of  the 
benefit  versus  phj'sician  services  and  other  benefits.  Physician  services 
are  over  90  percent  of  it. 

I  would  guess  that  probably  the  current  figure  for  durable  medical 
equipment  would  be  around  $iOO  million. 

Mr.  Vaxder  Veex.  I  was  struck  by  one  part  of  your  testimony,  Mr. 
Ahart.  when  you  made  reference  to  7  years  having  gone  by  since  the 
enactment  of  section  245  before  the  reimbursement  improvements  en- 
visioned in  that  legislation  were  implemented. 

Do  you  have  any  further  comment  about  that,  or  do  you  want  to 
amplify  that  in  any  way  ? 
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Mr.  Ahart.  It  seems  to  us,  Mr.  Chairman,  that  the  issues  involved 
here  are  relatively  simple.  I  think  at  this  point  in  time  we  question 
whether  there  is  a  need  to  get  involved  in  a  rather  lengthy  and  com- 
plicated experiment.  There  is  legislation  before  the  House  which 
would  give  the  authority  necessary  to  go  ahead  without  experimenta- 
tion, and  we  would  enclorse  that  legislation,  and  cut  down  the  time 
for  bringing  in  the  benefits  that  are  available  here  at  an  earlier  time. 

Mr.  Vander  Veen.  Thank  you,  gentlemen,  both  Mr.  Ahart  and  Mr. 
Iffert.  Thank  you  very  much  for  your  statement,  and  we  will  hear 
from  the  next  witness,  Mr.  Jarrett  Wise. 

Mr.  Wise,  I  have  identified  you  and  where  you  come  from,  but  I  will 
say  again  for  the  benefit  of  those  wdio  may  not  have  heard  that  you  are, 
as  we  understand  it,  the  director,  physician's  assistant  program, 
George  Washington  University,  School  of  Medicine  and  Health 
Sciences. 

Mr.  Wise,  please  proceed. 

STATEMENT  OF  JARRETT  WISE,  DIRECTOR,  PHYSICIAN'S  ASSIST- 
ANT PROGRAM,  GEORGE  WASHINGTON  UNIVERSITY,  SCHOOL  OP 
MEDICINE  AND  HEALTH  SCIENCES 

Mr.  Wise.  Thank  you,  Mr.  Chairman.  I  appreciate  the  opportunity 
to  be  able  to  testify  before  the  subcommittee  today.  Since  my  prepared 
testimony  is  lengthy,  I  shall  not  read  the  entire  document  but  wil) 
begin  on  page  18  w^hich  describes  the  Social  Security  Administration 
study,  summarizes  my  statements,  and  provides  my  reconuiiendations. 

Mr.  Vander  Veen.  Please  do. 

Mr.  Wise.  Under  congressional  authority  provided  in  the  Social 
Security  Amendments  of  1972— H.R.  1,  Public  Law  92-603,  section 
222 — the  Social  Security  Administration  has  been  conducting  a  nation- 
wide study  designed  to  address  issues  concerning  how  physician 
extender  utilization  can  decrease  the  cost  of  medical  care  and  increase 
the  access  to  primary  care  medical  services. 

This  study  has  been  referred  to  as  the  physician  extender  reimburse- 
ment study,  and  plans  to  make  medicare,  part  B  reimbursement,  avail- 
able on  an  experimental  basis  to  participating  noninstitutional  primary 
care  practices  for  services  provided  by  physician  extenders  to  medicare 
beneficiaries. 

The  study  was  awarded  to  a  private  contractor  in  December  of  1973. 
The  first  part  of  this  award  directed  the  contractor  to  conduct  a 
literature  search  and  plan  a  study  design  for  implementation  under 
the  second  half  of  the  contract. 

The  study  now  consists  of  two  phases :  the  baseline  data  collection 
activity  and  the  reimbursement  experiment.  The  contractor  and  the 
Social  Security  Administration,  with  the  complete  cooperation  of  the 
Association  of  Physician's  Assistant  programs  and  the  American 
Academy  of  Physician's  Assistants  has,  to  the  best  of  my  knowledge, 
completed  the  baseline  data  collection  phase,  and  is  currently  in  the 
process  of  conducting  the  experimental  reimbursement  phase. 

Unfortunately,  although  this  study  articulates  very  admirable 
objectives,  the  final  outcome  from  this  study  will  not  be  available  and 
reported  until  1978.  It  is  my  fear  that  this  may  indeed  be  too  late  to 
insure  the  continued  viability  of  the  physician  extender  concept. 


I  would  submit  that  there  is  certainly  a  bit  of  dichotomy  taking 
place  when  one  agency  in  PIEW  has  supported  physician  extender 
training  and  production  to  the  tune  of  $30  million  over  the  last  5  years, 
while  another  agency  is  denying  reimbursement  wdiile  it  waits  for 
data  that  will  take  6  years  to  collect  and  report. 

I  personally  feel  that  the  physician  extender  concept,  after  11  years 
of  existence,  has  demonstrated  that  it  is  filling  a  need.  Certainly  the 
data  is  available  to  support  this  belief. 

The  Association  of  Phj^sician's  Assistant  programs  reports  that  there 
are  now  some  3,500  to  4,000  physician  extenders  working  in  practice 
settings  and  that  77  percent  of  these  are  in  primary  care  disciplines. 
There  are  currently  1,500  to  2,000  graduates  a  year  being  produced  by 
programs.  These  programs  are  accredited  through  a  nationally  recog- 
nized accreditation  process  and  the  majority  of  these  graduates  become 
certified  as  to  their  competence  by  a  nationally  accepted  certifying 
examination. 

Certainly  it  would  seem  we  could  provide  these  individuals  with  a 
mechanism  to  reimburse  their  employers  for  their  services,  as  well  as 
provide  legislators,  researchers,  and  educators  the  necessary  data  to 
analyze  their  potential  cost  saving  to  the  health  care  system. 

As  a  graduate  phj^sician's  assistant,  program  director,  and  officer 
of  the  Association  of  Physician's  Assistant  programs,  I  have  had 
ample  time  to  discuss  and  think  through  the  issues  concerning  the  cost 
of  service  provided  by  the  physician  extender.  Based  on  these  thoughts, 
I  would  reconunend  that  the  committee  consider  the  following  as 
perhaps  possible  solutions  to  a  number  of  very  complex  issues. 

(1)  That  t]ie  SSA  physician  extender  study  be  reexamined  in  order 
to  determine  if  it  can  be  completed  sooner  than  1978. 

(2)  That  the  Congress  should  consider  the  following  reimbursement 
formula  recently  developed  by  the  American  Academy  of  Physician's 
Assistants  in  consultation  with  Mr.  Jay  Constantine,  who  is  on  the 
staff  of  the  Senate  Finance  Committee. 

This  formula  is  considered  noninflationary  and  would  provide  for 
services  rendered  by  physician  extenders.  It  is  as  follows :  That  each 
practice  which  cares  for  medicare  patients  determine  what  percent  of 
the  practice  base  this  accounts  for.  This  percent  is  then  multiplied  by 
a  i^ercentage  of  the  physician's  extender's  annual  salary — the  percent 
caring  for  medicare  patients.  Then  a  percentage  must  be  determined 
whicli  accounts  for  that  portion  of  the  M.D.'s  time  supervising  the 
physician  extender's  activities  and  the  percent  of  practice  overhead 
attributed  to  the  medicare  practice.  These  percentages  are  added  and 
then  multiplied  to  derive  a  cost  figure  which  cannot  exceed  two  times 
the  physician  extender's  annual  salary.  These  dollars  could  be  paid  to 
a  practice  in  a  12-month  interval  at  the  beginning  of  each  month. 

The  practice  base  percentages  could  be  adjusted  by  10  percent  to  in- 
corporate seasonal  flux  and  reassessed  quarterly  if  the  patient  flux  was 
greater  than  10  percent  of  the  base. 

(3)  That  additional  short-term  evaluation  studies  should  be  con- 
sidered that  would  examine  more  closely  issues  related  to  cost  of  train- 
ing physician  extenders ;  cost  of  employment  of  physician  extenders 
in  the  practice  setting ;  cost  advantage  or  disadvantage  of  the  physi- 
cian extender  to  the  patient/consumer  and  to  the  health  care  system. 
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With  these  final  thoughts  in  mind,  I  would  like  to  express  my  sin- 
cerest  thanks  to  the  committee  for  having  had  the  opportunity  to 
express  my  views  to  such  a  prestigious  group. 

I  would  like  to,  if  I  may,  add  one  more  piece  of  information  for  the 
record,  a  letter  to  the  editor  appeared  in  the  Wasliington  Post  yester- 
day which  speaks  to  the  issue  of  reimbursement  for  physician  assist- 
ants. I  have  copies  if  anyone  would  care  for  one. 

[The  prepared  statement  and  attachment  follow :] 

Statement  of  Jarrett  M.  Wise,  P.A.-C.  Director,  Physician's  Assistant  Pro- 
gram, George  Washington  University  School  of  Medicine  and  Health 
Sciences,  Secretary-Treasurer,  Association  of  Physician's  Assistant 
Programs 

introduction 

Tlie  health  care  crisis  in  the  United  States  has  become,  in  the  1970's  an  ac- 
cepted fact.  A  great  part  of  the  problem  stems  from  a  gradually  increasing 
population  with  a  rapidly  increasing  demand  for  health  services,  coupled  with  a 
disproportionate  increase  in,  and  maldistribution  of,  the  services  of  physicians, 
dentists,  nurses,  and  allied  health  personnel.  This  situation  accentuates  the 
crisis  in  the  areas  of  great  need — the  inner  city  with  its  poverty  and  dense 
population  and  rural  America  where  distance  may  compound  poverty.  The  nature 
of  health  care  delivery,  in  its  extreme  dependence  upon  technical  procedures  and 
personal  services  rendered  by  individuals,  transforms  much  of  the  health  care 
crisis  into  a  manpower  crisis,  a  trivalent  problem  involving  numbers,  utilization 
and  distribution  of  personnel. 

The  inelastic  supply  of  physicians  has  been  further  aggravated  by  the  problem 
of  maldistribution.  Although  on  the  average  in  the  U.S.,  there  is  one  physician 
for  every  630  persons,  in  over  one-third  of  the  counties  representing  8  percent  of 
the  nation's  geographic  area ;  there  are  no  physicians  at  all,  and  the  number  of 
such  counties  is  growing.  In  the  inner  cities,  the  maldistribution  problem  is 
chronic  and  appears  to  be  getting  worse. 

In  some  parts  of  New  York,  the  ratio  is  one  physician  for  every  12,000  and 
Chicago's  inner  city  has  1,700  fewer  physicians  than  it  did  a  decade  ago. 

The  combined  factors  of  the  increased  demand  for  health  care  linked  with  the 
maldistribution  of  health  care  providers  has  produced  three  serious  adverse 
effects.  These  can  be  summarized  as  : 

(1)  Increased  demand  for  health  services  over-taxes  an  already  inelastic  sup- 
ply system  and  causes  a  severe  back-up  of  already  unavailable  services. 

(2)  Healthy  people  must  often  be  hospitalized  for  elective  procedures  in  order 
to  reap  any  benefit  from  their  health  insurance,  and  this  in  turn  over-crowds 
health  facilities  and  often  acts  as  a  barrier  to  entry  by  the  sick. 

(3)  With  the  sudden  increase  in  demands,  instead  of  caring  for  the  sick,  doc- 
tors spend  a  large  proportion  of  their  time  trying  to  find  something  wrong  with 
well  people,  and  they  do  this  with  techniques  taught  them  to  diagnose  sickness. 
Searching  for  illness  in  well  people  is  extremely  irritating  and  frustrating  to 
the  physician,  and  extremely  expensive  for  the  taxpayer.  To  cater  in  part  to  this 
new  and  uncertain  demand,  there  has  been  created  over  the  last  decade,  a  new 
innovative  form  of  health  manpower  called  the  physician's  assistant  or  physi- 
cian's extender. 

This  testimony  will  review  the  development  of  the  physician's  extender  pro- 
fession, and  examine  issues  of  reimbursement  for  services  rendered  by  physician's 
extenders. 

It  will  conclude  by  offering  recommendations  that  might  be  pursued  to  resolve 
some  of  the  yet  unanswered  questions  regarding  the  cost  effectiveness  of  physi- 
cian's extenders. 

HISTORY  of  the  PHYSICIAN  EXTENDER  CONCEPT 

The  American  Medical  Association  (AMA)  defines  the  physician  extender  as 
"a  skilled  person  qualified  by  academic  and  practical  training  to  provide  patient 
services  under  the  supervision  and  direction  of  a  licensed  physician,  who  is  re- 
sponsible for  that  assistant."  This  definition  would  certainly  support  a  number 
of  studies  which  have  concluded  that  much  of  what  a  physician  does  during  the 
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care  and  evaluation  of  his  patients  is  routine,  repetitious,  and  can  be  assumed  by 
an  education,  \Yell-trained  physician  extender. 

Some  of  the  benefits  promised  by  the  physician  extender  can  be  listed  as 
follows : 

(1)  The  physician  extender  can  help  the  doctor  deficit  everywhere  by  expand- 
ing the  amount  and  scope  of  services  a  physician  can  offer. 

(2)  The  physician  extender  could  be  drawn  from  the  names  of  a  great  number 
of  qualified  candidates  who  are  turned  away  by  M.D.  programs  for  lack  of  space. 
Large  numbers  of  nurses  may  seek  to  expand  their  skill  through  additional 
training  to  become  physician  extenders.  Many  thousands  of  trained  ex-military 
corpsmen  can  translate  their  hard  earned  skills  into  useful  civilian  medical  care 
functions  as  physician  extenders. 

(3)  Because  physician  extenders  can  be  trained  in  a  relatively  short  period  of 
time  (2  years  as  compared  to  8  to  13  years  for  the  physician),  not  only  can  the 
spiraling  costs  of  medical  education  be  reduced,  but  the  immediate  need  for  pri- 
mary care  services  can  be  met. 

(4)  Because  the  physician  extender's  salary  is  substantially  less  than  that  of 
a  physician,  in  the  long  run  his  services  will  reduce  or  at  least  stabilize  the  cost 
of  medical  care  to  the  patient. 

( 5 )  Because  the  physician  extender  is  more  accessible,  patients  may  get  better 
preventive  care  and  may  be  able  to  get  it  sooner. 

(6)  By  screening  out  the  worried,  well  and  asymptomatic  patient  who  con- 
sumes an  enormous  amount  of  a  physician's  time  and  by  relieving  the  physi- 
cians  time  and  by  relieving  the  physician  of  the  burden  of  a  number  of  routine 
duties,  this  allows  the  physician  to  reallocate  his  time  to  treating  those  patients 
who  really  need  the  exi)€rtise  of  the  physician.  In  addition,  this  would  allow  the 
physician  to  keep  abreast  of  new  developments  in  medicine,  help  prevent  work 
overload,  and  increase  the  physician's  profession  life  span  of  service  to  the  com- 
munity. All  of  these  factors  could  hopefully  contribute,  each  in  its  own  way,  to- 
ward improving  the  quality  of  health  care. 

With  all  these  potential  benefits  in  mind,  the  Congress  of  the  United  States  in 
1071  enacted  the  Comprehensive  Health  Manpower  Training  Act,  which  has  au- 
thorized approximately  six  million  dollars  annually  to  support  colleges  and  uni- 
verisities  with  programs  designed  to  train  physician  extenders. 

As  a  conseciuence,  the  number  of  programs  designed  to  educate  and  train  physi- 
cian extenders  grew  from  six  (6)  in  1965  to  sixty  (60)  in  1975.  A  result  of  this 
rapid  growth  was  the  formation  of  the  American  Academy  of  Physician's  As- 
sistants incorporated  in  1968  and  the  establishment  of  the  Association  of  Physi- 
cian's Assistant  Programs  in  early  1970.  These  Associations  have  assumed  a 
leadership  role  in  resolving  a  number  of  issues  confronting  this  new  profession. 
Among  the  early  problems  first  resolved  by  these  groups  were  issues  of  program 
accreditation  and  graduate  certification. 

ACCREDITATION  OF  PHYSICIAN  EXTENDER  PROGRAMS 

The  accreditation  of  physician  extender  training  programs  is  currently  being 
done  by  the  American  Medical  Association,  which  accredits  programs  for  training 
the  "Assistant  to  the  Primary  Care  Physician."  The  American  Medical  Associa- 
tion in  cooperation  with  the  American  Academy  of  Family  Physicians,  and  the 
Society  of  Internal  Medicine  formed  a  committee  in  early  1971  to  prepare  mini- 
mal standards  for  the  conduct  of  educational  programs  preparing  assistants  to 
the  primary  care  physician. 

The  committee,  in  the  Fall  of  1971,  submitted  to  the  governing  bodies  of  their 
respective  organizations  draft  standards  which  established  criteria  for  the  ac- 
creditation of  programs  training  assistants  to  the  primary  care  physician. 

These  standards  for  accreditation  were  unanimously  approved  by  all  the  in- 
volved organizations,  and  in  1972,  this  same  committee  formed  the  "Joint  Review 
Committee  for  the  Assistant  to  the  Primary  Care  Physician."  This  Joint  Review 
Committee,  upon  recommendation  from  the  Executive  Board  of  each  of  the 
collaborating  organizations,  recognized  a  fifth  organization  in  March,  1974,  The 
American  Academy  of  Physician's  Assistants,  which  gave  representation  to  prod- 
ucts of  physician  extender  programs. 

These  standards  developed  by  the  Joint  Review  Committee  are  known  as  the 
"Essentials  of  an  Approved  Educational  Program  for  the  Assistant  to  the  Pri- 
mary Care  Physician."  These  "Essentials"  are  designed  to  access  a  program's 
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strengths  and  weaknesses  in  regard  to  administrative  structure,  curriculum, 
faculty  and  students. 

The  U.S.  Office  of  Education  has  recognized  the  AM  A  accreditation  mechanism 
and  to  date,  more  than  50  programs  have  been  reviewed  and  have  received  vary- 
ing degrees  of  approval  (full  approval,  probationary  approval,  preliminary  ap- 
proval, provisional  approval — New  Program,  non  approval). 

CERTIFICATION   OF  PHYSICIAN  EXTENDERS 

In  response  to  the  need  for  a  national  measure  of  competency,  the  National 
Board  of  Medical  Examiners  (NBME)  accepted  responsibility  in  April,  1972  for 
developing  a  national  certifying  examination  for  assistants  to  the  primary  care 
physician.  Following  the  administration  of  the  first  examination  by  the  NBME,  in 
December,  1973,  fourteen  collaborating  organizations  formed  the  National  Com- 
mission on  Certification  of  Physician's  Assistants  (NCCPA).  The  National  Com- 
mission is  comprised  of  individuals  from  the  following  organizations :  American 
Academy  of  Family  Physicians,  American  Academy  of  Pediatrics,  American 
Academy  of  Physician's  Assistants,  American  College  of  Physicians,  American 
College  of  Surgeons,  American  Hospital  Association,  American  Medical  Associa- 
tion, American  Nurses  Association,  American  Society  of  Internal  Medicine,  As- 
sociation of  Physician  Assistant  Programs,  Federation  of  State  Medical  Boards 
of  the  United  States,  National  Board  of  Medical  Examiners,  and  the  United 
States  Department  of  Defense.  In  order  to  maintain  the  high  standards  of  the 
physician  assistant  profession,  a  re-registration  and  recertification  process  has 
been  established  by  the  National  Commission. 

State  Legislatures  and  regulatory  agencies  have  assumed  responsibility  in 
recognizing  the  physician  extender  and  in  regulating  their  practice.  Over  37  states 
have  enacted  enabling  legislation  for  physician  extenders  and,  to  date,  no  physi- 
cian extender  has  been  indicted  nor  convicted  or  professional  negligence. 

American  medicine  has  therefore  seen  the  establishment  of  a  new  profession 
with  ongoing  program  accreditation,  graduate  certification,  and  the  establish- 
ment of  professional  associations  intent  on  maintaining  the  high  standards  of  the 
profession. 

EVALUATION    OF   PHYSICIAN  EXTENDERS 

Early  in  the  1970's,  physician  extender  program  educators  and  administrators 
articulated  a  number  of  areas  which  needed  research  to  determine  the  future 
viability  of  the  physician  extender  concept.  Some  of  the  areas  of  highest  priority 
were : 

(1)  Quality  of  care  delivered  by  physician  extenders. 

(2)  The  acceptability  of  physician  extenders  by  patient,  physicians,  and  other 
health  professionals. 

(3)  The  productivity  of  practices  which  employ  physician  extenders. 

(4)  Utilization  of  physician  extenders  in  medically  underserved  areas. 

(5)  The  cost  influence  of  physician  extenders  on  the  patient,  the  practice  and 
the  health  system. 

A  review  of  the  literature  on  physician  extenders  is  helpful  in  determining 
exactly  what  specific  areas  have  been  well  researched  in  comparison  to  areas 
that  have  not  been  carefully  evaluated.  It  appears  that  most  of  the  literature 
tends  to  deal  with  the  first  four  areas  of  concern.  Very  little  research  has  been 
completed  which  speaks  to  the  issue  of  the  cost  influence  of  physician  extenders. 

A  brief  summary  of  selected  research  in  each  of  these  broad  areas  is  as  follows  : 

QUALITY 

In  a  study  conducted  by  Dr.  Henry  Silver  on  the  procedural  quality  of  pedi- 
atric nurse  associates,  he  found  that  of  280  conditions  ranging  from  a  well  child 
to  various  degrees  of  illness,  the  physician  and  nurse  associate  were  in  agree- 
ment in  82%  of  cases :  there  was  an  insigniflcant  difference  in  interpretation  in 
17%  of  cases,  and  there  was  a  significant  difference  in  interpretation  in  only 
0.7%  (2)  of  the  cases.  In  one  of  the  two  situations,  the  nurse  associate  thought 
the  child  had  an  inflamed  throat,  and  the  physician  diagnosed  pneumonitis.  In 
the  other,  the  nurse  also  found  an  inflammed  throat.  Several  hours  later,  the 
physician  diagnosed  meningitis,  but  the  spinal  fluid  was  entirely  normal.  Subse- 
quently, the  nurse  was  proved  correct. 
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PHYSICIAN  ACCEPTANCE 

Various  studies  done  over  tlie  past  decade  would  lead  one  to  believe  that 
physicians  not  only  accept  the  concept  of  physician  extenders,  but  also  that  many 
physicians  have  utilized  extenders  on  an  informal  basis  for  quite  some  time. 
Beasley's  survey  of  physicians  in  the  32  counties  of  the  eastern  third  of  Ken- 
tucky showed  that  an  average  of  sixty-eight  (68)  percent  approved  of  trained 
assistants  taking  histories,  doing  parts  of  physical  examinations,  taking  an  active 
part  in  therapy,  treating  patients  in  the  physician's  absence  using  present  proto- 
col, and  performing  certain  obstetrical  procedures.  He  further  showed  that  an 
average  of  thirty-one  percent  (317c )  of  residents  had  already  delegated  such  tasks 
to  an  assistant. 

Coyne  and  Harsen's  survey  of  practicing  physicians  in  Wisconsin  showed 
sixty-one  percent  (61%)  of  respondents  believed  that  assistants  are  needed  and 
twelve  percent  (12%)  stated  that  they  would  use  them  in  their  practice.  Iii 
projecting  this  data,  the  authors  estimated  that  approximately  2,000  physicians 
would  employ  doctor's  assistants. 

Wise  and  Piemme,  in  a  survey  of  some  1.500  physicians  located  in  the  Wash- 
ington Metropolitan  Area,  showed  eighty-three  percent  (83%)  of  respondents 
l>elieved  physician  extenders  were  needed  and  fifty-two  percent  (52%)  stated 
that  they  would  use  them  in  their  practice.  These  authors  raised  an  interesting 
point  in  discussing  their  surveys — it  was  done  in  1971  prior  to  the  initiation  of 
their  own  training  program.  They  plan  to  repeat  this  survey  after  they  have 
gi*aduate<l  their  second  class  of  students  to  see  if  the  employment  of  their  physi- 
cian extenders  has  correlated  with  the  needed  projections  based  on  their  survey. 

PATIENT  ACCEPTANCE 

Several  studies  have  shown  not  only  do  patients  accept  care  from  physician 
extenders,  but  also  that  some  patients  prefer  care  provided  by  the  combination  of 
the  physician  and  the  physician  extender. 

Silver  and  Lewis  showed  that  in  a  private  practice  which  served  middle  class 
patients  and  employed  a  Colorado-trained  Pediatric  Nurse  Associate,  ninety-four 
percent  (94%)  of  the  parents  expressed  satisfaction  with  services  of  the  Pedi- 
atric Nurse  Associate-Physician  combination,  and  fifty-seven  (57)  percent  stated 
that  the  joint  care  was  better  than  that  of  the  pediatrician  alone. 

Parents  were  particularly  satisfied  with  the  home  visits  which  the  nurse  asso- 
ciate made.  Over  ninety  (90)  percent  considered  the  physician-nurse  associate 
combination  to  be  the  most  desireable  form  of  care. 

Pondly,  et  al,  in  a  survey  done  in  1970  on  the  patient  acceptance  of  the  physi- 
cian assistant,  used  72  patients  from  practices  who  employed  a  Duke-trained 
physician  assistant  in  their  pratcice.  One  practice  setting  had  mostly  public  pa- 
tients, two  had  mostly  private  patients,  and  one  was  a  commimity  general  prac- 
tice clinic.  The  researchers  found  a  strongly  positive  correlation  between  accept- 
ance and  the  number  of  years  of  formal  education.  Acceptance  was  curvilinearly 
related  to  income.  It  was  greatest  for  the  middle  income  ranges  and  less  for  the 
lower  and  higher  income  patients. 

In  a  more  recent  study  done  on  patient  acceptance  by  Nelson,  Jacobs  and 
Johnson  in  1974,  900  patients  in  18  practice  settings  using  MEDEX  graduates 
were  poled.  They  found  that  eighty-nine  (89)  percent  of  respondents  rated  the 
MEDEX  high  in  terms  of  technical  competence,  eighty-six  (86)  percent  rated 
them  high  in  terms  of  professional  manner,  seventy-one  (71)  percent  reported 
improvement  in  the  quality  of  care,  and  seventy-nine  (79)  percent  reported  they 
felt  the  access  to  care  had  improved  since  the  MEDEX  joined  the  practice. 

ACCEPTANCE  BY  OTHEB  HEALTH  PROFESSIONALS 

For  a  system  of  health  delivery  to  function  efficiently,  there  must  be  a  work- 
ing level  of  cooperation  between  the  traditional  workers  within  the  system  and 
the  physician  extender  who  is  relatively  new  to  most  health  care  delivery 
systems. 

Not  nearly  as  much  hard  data  has  been  generated  in  regards  to  acceptance  by 
other  health  workers,  although  a  study  by  Breyspraak  and  Pondly  in  1969  meas- 
ured the  role  relations  of  physician's  assistants  in  a  hospital.  Their  findings  sug- 
gested that  self-acceptance  and  satisfaction  was  greatest  when  the  assistant  was 
functioning  as  an  "assistant  to  the  physician"  carrying  out  unique  functions  dis- 
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tinct  from  those  of  other  paramedical  personnel  and  congruent  with  the  ideals  of 
his  training.  They  further  concluded  that  acceptance  by  other  allied  health  work- 
ers was  likely  to  be  higher  if  the  assistant  performed  a  set  of  tasks  that  visibly 
helped  them  in  their  own  work.  An  example  is  the  assistant  serving  as  a  liaison 
for  the  physician,  communicating  information  about  a  patient's  care  or  perform- 
ing laboratory  analysis.  In  short,  other  health  workers  were  more  accepting  when 
they  understood  the  assistant's  role  and  saw  how  it  helped  them  in  the  perform- 
ance of  their  own  duties. 

PRODUCTIVITY 

Measurement  of  practice  productivity  has  been  looked  at  by  a  number  of 
researchers.  Probably  the  most  detailed  study  was  done  by  Smith,  Miller  and 
Golladay  in  1972,  which  employed  an  activity  analysis  model  and  collected  data 
from  14  practices  using  physician  assistants.  Their  results  suggested  that  physi- 
cian assistants  could  increase  the  productivity  of  private  medical  practices  from 
40% — 74%  depending  on  the  specific  delegations. 

UTILIZATION 

In  October,  1974,  the  Association  of  Physician's  Assistant  Programs  conducted 
a  survey  of  over  1,300  practicing  physician  extenders.  The  survey  revealed  sev- 
enty-seven (77)  percent  of  respondents  are  practicing  in  primary  care  disciplines. 
In  addition,  forty-five  (45)  percent  of  graduates  are  employed  in  practice  settings 
within  communities  of  populations  less  than  20,000.  The  results  of  this  survey 
documents  that  physician  extenders  are  practicing  in  primary  care  disciplines 
in  small  rural  communities. 

COST   INFLUENCE   OF   PHYSICIAN  EXTENDERS 

As  noted  earlier,  very  little  data  has  been  collected  which  speaks  to  the  cost 
influence  of  physician  extenders  on  patients,  physician  practice  and  the  health 
system. 

The  only  recent  study  available  which  has  dealt  with  cost  was  done  by  Nelson, 
Jacobs,  Corder  and  Johnson  in  the  Fall  of  1975.  This  study  looked  at  revenues 
generated  and  expenses  incurred  by  twelve  (12)  physician  assistants  (MEDEX) 
who  had  salaried  positions  for  at  least  one  year.  Its  focus  was  to  determine  their 
financial  impact  on  their  employer's  primary  care  practices.  They  found  that 
ten  (10)  out  of  twelve  (12)  practices  experienced  substantial  financial  gains  of 
estimated  revenue  over  expenses  ascribed  to  the  activities  of  the  physician's  as- 
sistant (MEDEX). 

The  only  other  major  study  to  the  best  of  my  knowledge  that  is  being  con- 
ducted which  deals  with  the  cost  issues  of  physician  extenders,  is  the  Social  Se- 
curity Administration  study  in  reimbursement  of  physician  extenders  under 
Medicare,  Part  B. 

This  study  is  of  such  critical  importance  that  it  will  be  discussed  in  detail  in 
the  following  text. 

THE    SSA    PHYSICIAN    EXTENDER   REIMBURSEMENT  STUDY 

Under  Congressional  authority  provided  in  the  Social  Security  Amendments  of 
1972  (H.R.  1,  P.L.  92-603,  Section  222),  the  Social  Security  Administration  has 
been  conducting  a  nationwide  study  designed  to  address  issues  concerning  how 
physician  extender  utilization  can  decrease  the  cost  of  medical  care  and  increase 
the  access  to  primary  care  medical  services. 

This  study  has  been  referred  to  as  the  Physician  Extender  Reimbursement 
Study,  and  plans  to  make  Medicare,  Part  B  reimbursement,  available  on  an  ex- 
perimental basis  to  participating  non-institutional  primary  care  practices  for 
services  provided  by  physician  extenders  to  medicare  beneficiaries. 

The  study  was  awarded  to  a  private  contractor  in  December  of  1973.  The  first 
part  of  this  award  directed  the  contractor  to  conduct  a  literature  search  and 
plan  a  study  design  for  implementation  under  the  second  half  of  the  contract. 

The  study  now  consists  of  two  phases  :  the  baseline  data  collection  activity  and 
the  reimbursement  experiment.  The  contractor  and  the  Social  Security  Adminis- 
tration, with  the  complete  cooperation  of  the  Association  of  Physician's  Assistant 
Programs  and  the  American  Academy  of  Physician's  Assistants  has,  to  the  best 
of  my  knowledge,  completed  the  baseline  data  collection  phase,  and  is  currently 
in  the  process  of  conducting  the  experimental  reimbursement  phase. 

Unfortunately,  although  this  study  articulates  very  admirable  objectives,  the 
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final  outcome  from  this  study  will  not  be  available  and  reported  until  1978.  It  is 
my  fear  that  this  may  indeed  be  too  late  to  insure  the  continued  viability  of  the 
physician  extender  concept. 

SUMMARY 

I  vfould  submit  that  there  is  certainly  a  bit  of  a  dichotomy  taking  place  when 
one  agency  in  H.E.W.  has  supported  physician  extender  training  and  production 
to  the  tune  of  30  million  dollars  over  the  last  live  years,  while  another  agency 
is  denying  reimbursement  while  it  waits  for  data  that  will  take  six  years  to 
collect  and  report. 

I  personally  feel  that  the  physician  extender  concept,  after  11  years  of  exist- 
ence, has  demonstrated  that  it  is  filling  a  need.  Certainly  the  data  is  available  to 
support  this  belief. 

.Lhe  Association  of  Physician's  Assistant  Programs  reports  that  there  are  now 
some  3,o00  to  4,000  physician  extenders  working  in  practice  settings  and  that 
seventy-seven  (77>  percent  of  these  are  in  primary  care  disciplines.  There  are 
currently  1.000-2,u0u  graduates  a  year  being  produced  by  programs.  These  pro- 
grams are  accredited  through  a  nationally  recognized  accreditation  procej^s  and 
the  majority  of  these  graduates  become  certified  as  to  their  competence  by  a 
nationally  accepted  certifying  examination. 

Certainly  it  would  seem  we  could  provide  these  individuals  with  a  mechanism 
to  reimburse  their  employers  for  their  services,  as  well  as  provide  legislators, 
researchers  and  educators  the  necessary  data  to  analyze  tneir  potential  cost 
saving  to  the  health  care  system. 

KECOMMEXDATIO:XS 

As  a  graduate  physicians  assistant,  Program  Director,  and  Ofiicer  of  the 
Association  of  Physician's  Assistant  Programs,  I  have  had  ample  time  to  discuss 
and  think  through  the  issues  concerning  the  cost  of  service  provided  by  the 
physician  extender.  Based  on  these  thoughts,  I  would  recommend  that  the  com- 
mittee consider  the  following  as  perhaps  possible  solutions  to  a  number  of  very 
complex  issues. 

(1)  That  the  S.S.A.  physician  extender  study  be  re-examined  in  order  to  de- 
termine if  it  can  be  completed  sooner  than  1978. 

(2)  That  the  CongreiiS  should  consider  the  following  reimbursement  formula 
recently  ueveioped  by  the  American  Academy  of  Physician's  Assistants  in  con- 
sultation with  Mr.  Jay  Constantine,  who  is  on  the  staff  of  the  Senate  Finance 
Committee.  This  formula  is  considered  non-inflationary  and  would  provide  for 
services  rendered  by  physician  extenders.  It  is  as  follows :  that  each  practice 
which  cares  for  Medicare  patients  determine  what  percent  of  the  practice  base 
this  accounts  for.  This  percent  is  then  multiplied  by  a  percentage  of  the  phy- 
sician's extender's  annual  salary  (the  percent  caring  for  medicare  patients). 
Then  a  percentage  must  be  determined  which  accounts  for  that  portion  of  the 
M.D.'s  time  spent  supervising  the  physician  extender's  activities  and  the  per- 
cent of  practice  overload  attributed  to  the  Medicare  practice.  These  percentages 
are  added  and  then  multiplied  to  derive  a  cost  figure  which  cannot  exceed  two 
times  the  physician  extender's  annual  salary.  These  dollars  could  be  paid  to  a 
practice  in  a'l2-month  interval  at  the  beginning  of  each  month. 

The  practii-e  base  percentages  could  be  adjusted  by  10%  to  incorporate  sea- 
sonal flux  and  reassessed  quarterly  if  the  patient  flux  was  greater  than  10% 
of  the  ba.se. 

(3)  That  additional  short  term  evaluation  studies  should  be  considered  that 
would  examine  more  closely,  issues  related  to  the:  cost  of  training  physician 
extender:  cost  of  employment  of  physician  extenders  in  the  practice  setting; 
and  cost  advantage  or  disadvantage  of  the  physician  extender  to  the  patient/ 
consumer  and  to  the  health  care  system. 

With  these  final  thoughts  in  mind,  I  would  like  to  express  my  sincerest  thanks 
to  the  Committee  for  having  had  the  opportunity  to  express  my  views  to  such  a 
prestigious  group. 

[Letters  to  the  Editor,  Washington  Post,  May  16,  1976] 

The  Maldistribution  of  Health  Care 

Your  editorial  of  April  24  entitled  "Rural  Health  Care  in  Appalachia"  cor- 
rectly reflects  one  facet  of  the  issue  of  reimbursement  for  the  services  of 
physician's  assistants  and  nurse  practitioners  under  Medicare  and  Medicaid.  A 
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major  premise  of  the  "physician  extender"  concept  at  the  time  of  its  inception 
ten  years  ago  was  the  hope  that  these  mid-level  practitioners  would  distribute 
themselves  in  such  a  way  as  to  help  redress  the  geographic  maldistribution  of 
health  care.  Indeed,  the  evidence  is  that  they  have  done  so. 

A  survey  by  the  Association  of  Physician  Assistant  Programs  of  the  2,500 
graduates  of  all  federally  funded  programs  through  1974  revealed  that  4.5  per 
cent  of  graduates  are  employed  in  practice  settings  within  communities  of 
populations  less  than  20,000.  Only  21  per  cent  were  employed  by  practices  in 
urban  communities  of  populations  greater  than  100,000.  Yet  the  concept  is  threat- 
ened by  the  failure  of  federally  funded  health  programs  to  provide  reimburse- 
ment to  the  employing  physicians  for  the  care  rendered  by  these  new  health 
practitioners.  This  is  not  only  a  threat  to  the  Appalachian  Regional  Commission, 
but  to  National  Health  Service  Corps  and  Office  of  Economic  Opportunity  funded 
programs  as  well.  In  all  of  these  situations  federal  support  is  term-limited  with 
the  intent  that  the  practice  ultimately  sustains  itself  with  patient  income.  There 
is  clear  evidence  that  physician's  assistants  can  extend  the  scope  of  practice  of 
the  physician  with  a  real  potential  to  contain  the  cost  of  care  in  rural  and  inner- 
city  settings.  In  recognition  of  this  information,  more  than  39  state  medical 
practice  acts  have  been  altered  to  permit  delegation  of  health  care  responsibility 
to  the  physician's  assistant. 

The  ultimate  irony  is  that  the  Bureau  of  Health  Manpower  has  expended 
more  than  $15  million  dollars  each  year  since  1872  to  train  physician's  assistants 
and  nurse  practitioners,  while  Medicare  and  Medicaid  programs  continue  to  deny 
reimbursiement  for  the  care  they  deliver.  At  least  six  of  the  50  PA  training 
programs  have  or  will  cease  operation  within  the  year,  in  no  small  part  because 
of  anxiety  regarding  employability  of  graduates,  which  is  in  turn  related  to  the 
reimbursement  issue. 

Clearly,  resolution  must  be  sought  for  this  dilemma. 

Karl  R.  Katterjohn  Jr., 

Associate  Director, 
Physician's  Assistant  Program. 
Thomas  E.  Piemme,  M.D., 
Chairman,  Department  of  Health  Care  Sciences, 

George  Washington  University. 

Mr.  Wise.  This  article  very  nicely  summarizes  what  my  entire  testi- 
mony has  discussed. 

Mr.  Vaxder  Veen.  I  appreciate  that,  and  may  I  see  the  additional 
material.  I  would  like  to  see  a  copy  of  it  if  I  may. 

It  has  just  been  suggested  to  ine  that  it  would  be  a  good  idea  if  we 
adjourn  for  a  brief  moment  and  walk  over  to  the  full  committee.  I 
had  no  idea  that  there  would  be  this  kind  of  interest  in  the  subject.  I 
and  my  fellow  members  on  the  subcommittee  staff  are  intensely  inter- 
ested, and  obviously  a  good  many  others  are,  too. 

So,  we  will  adjourn  this  hearing  for  about  7  minutes,  the  length  of 
time  it  takes  for  us  to  walk  from  here  to  the  full  committee  room. 

[Brief  recess.] 

Mr.  Vander  Veen.  We  will  resume  where  we  were.  I  am  appreciative 
of  you  all  making  that  transfer. 

Mr.  Wise,  you  had  completed  your  testimony.  I  was  about  to  ask  you 
a  few  things  about  physician's  assistants. 

First,  if  you  do  not  mind,  could  you  tell  me,  please,  what  presently 
is  the  average  salary  of  a  physician's  assistant  on  a  yearly  basis. 

Mr.  Wise.  The  average  salary  of  a  physician's  assistant  is  indeed 
calculated  on  the  reasons  for  which  or  the  practice-setting  that  the 
physician's  assistant  practices  in.  Based  on  a  national  study  done  about 
a  year  ago,  the  average  salary  now  is  at  $14,500  per  year.' 

Mr.  Vander  Veen.  If  you  know,  what  is  the  average  annual  salary 
of  an  M.D.  in  this  country  or  the  average  annual  income  of  an  M.D.  ? 
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Mr.  "^YisE.  I  would  certainly  have  to  guess  at  that  figure.  I  would 
think  it  would  depend  also  on  the  practice- setting  whether  he  was 
Avorking  in  an  academic  medical  center  or  private  practice.  I  would 
guess  $35,000  or  $40,000  possibly. 

Mr.  Vaxder  Veex.  Going  back  to  your  prepared  statement,  at  one 
point  you  made  reference  to  the  fact  that  one  of  the  agencies  of  HEW 
has  supported  physician  extender  training  and  production  to  the  tune 
of  $30  million  a  A^ear,  to  quote  you,  "over  the  last  5  years ;  while  an- 
other agency-' — of  HEW,  I  presume  you  mean — "is  denying  reim- 
bursement." 

Would  you  identify  those  agencies,  please? 

Mr.  Wise.  Yes,  sir.  The  Health  Manpower  Act  of  1971  allowed  for 
the  establishment  of  training  programs  to  train  physician  extenders. 
That  has  been  administrated  since  1971  through  the  Bureau  of  Health 
Manpower,  which  was  of  the  National  Institutes  of  Health,  and  is 
currently  being  done  through  the  regional  offices  of  the  Bureau  of 
Health  Manpower. 

The  agency  which  is  currently  looking  at  reimbursement — and  I 
want  my  point  to  be  not  misunderstood — that  is,  through  the  Social 
Security  Administration  study,  is  determining  a  reimbursement  for- 
mula. I  think  it  is  critical,  and  it  bothers  me  that  it  is  going  to  take  till 
1978  before  we  see  some  data  from  this  study.  Since,  indeed,  we  have 
physician's  assistants  in  the  field  now,  I  think  the  data  demonstrates 
that.  They  are  being  accepted  by  patients  and  by  physicians,  and  they 
are  going  out  into  primary  care  practices. 

But  I  am  not  sure  this  is  going  to  last  long  if  physicians  cannot 
cover  the  costs  of  the  salary  of  a  physician's  assistant,  if  he  cannot  be 
reimbursed  for  the  employment  cost. 

Mr.  Vander  Yeex.  How  are  physician  extenders  usually  paid? 

Mr.  Wise.  They  are  paid  on  a  straight  salary  per  year. 

Mr.  Vaxder  Veex.  By  whom  ? 

Mr.  Wise.  By  the  physician  they  work  for,  the  employing  physician. 

Mr.  Vaxder  Veex.  Are  not  physician  extenders  most  often  used 
to  increase  patient  load,  would  you  say  ? 

^Mr.  Wise.  They  can,  indeed,  increase  patient  load  or  practice  pro- 
ductivity, or  they  can  certainly  be  used  in  underserved  areas  as  ex- 
tensions of  the  physician,  so  long  as  it  is  accepted  through  State  law 
and  also  that  there  is  a  method  of  supervision  written  into  that 
equation. 

Mr.  Vaxder  Veex.  You  say,  on  the  one  hand,  it  seems  to  me,  that 
while  you  have  a  great  many  new  people  entering  the  physician  ex- 
tender field— that  is  1,500  to  2,000  I  think  is  the  figure  referred  te- 
as a  profession,  on  the  other  hand  you  say  that  the  continued  viability 
of  the  physician  extender  as  a  profession  is  in  question. 

It  seems  to  be  contradictory.  Would  you  mind  explaining  that? 

Mr.  Wise.  It  would  certainly  seem  so.  As  I  noted,  the  Bureau  of 
Health  Manpower  Education  invested  money  in  training  individuals 
based  on  data  and  assumptions  that  we  could  expand  the  services  that 
a  physician  could  render  by  utilizing  well  trained  physician's 
assistants. 

Certainly,  programs  are  flourishing  and  have  been  for  the  past  5 
years,  and  are  turning  out  a  good  number  of  these  individuals  into 
the  health  care  system. 
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But  their  utilization  is  tied  to  the  fact  whether  a  supervisory  system 
an  be  determined  and  used  by  a  physician  to  employ  one  of  these 
ifndividuals.  Certainly,  I  think  he  Avould  employ  them,  but  if  a  part  of 
his  practice  was  medicare  and  medicaid  patients,  and  he  used  the 
physician's  assistant  to  do  some  of  the  functions  or  perform  some  of 
the  patient-related  procedures  for  him  on  that  patient  population,  for 
example,  and  could  not  get  paid  for  these  services,  then  he  would  have 
to  use  the  physician's  assistant  exclusively  in  another  part  of  the  prac- 
tice for  seeing  patients  who  were  non-medicare  or  he  could  not  obtain 
third-party  payment.  I  think  third-party  payment  under  the  blues, 
as  well,  is  hinged  upon  it  also  and  will  follow  very  closely  reimburse- 
ment under  medicare,  as  would  medicaid. 

If  I  were  a  physician  and  not  a  physician's  assistant  and  hired  a 
physician's  assistant,  I  would  like  to  be  able  to  say  part  of  his  salary 
or  most  of  it  or  whatever  was  covered  by  the  income  from  patient  serv- 
ices or  the  income  from  third-part  payers. 

In  fact,  at  this  point  it  is  not.  I  think  it  is  a  matter  of  time  before 
the  viability  of  the  concept  becomes  very  shaky,  to  say  the  least,  be- 
cause physicians  are  not  going  to  hire  physician's  assistants  if  they 
cannot  get  the  services,  which  the  physician's  assistant  provides,  paid 
for. 

Mr.  Vander  Yeex.  One  final  thing,  Mr.  Wise.  Do  physician's  assist- 
ants make  a  greater  contribution  to  practice  productivity  when  work- 
ing independently  of  physicians  or  when  they  are  working  under  the 
close  supervision  of  physicians  ? 

Mr.  Wise.  Again,  that  is  a  question  that  has  been  looked  at,  but  cer- 
tainly could  be  looked  at  more.  I  think  it  has  been  determined  pretty 
well  that  the  increased  practice  productivity  in  a  practice  working 
with  a  physician  under  fairly  close  supervision  is  anywhere  from  30 
to  50  percent. 

As  far  as  independently,  I  would  say  that  those  experiments  are  in 
process  now.  An  example  would  be  where  physician  extenders  are  used 
in  West  Virginia,  in  neighborhood  health  centers  where  they  are  the 
patient  care  deliverers  and  their  supervision  is  carried  out  by  tele- 
phone or  other  methods  of  communication,  as  well  as  having  a  physi- 
cian circuit  ride  on  a  once  every  3  or  4  days'  basis  seeing  patients  the 
physician  extender  cannot  handle.  So,  certainly  we  are  taking  a  physi- 
cian extender  in  one  instance  and  increasing  productivity. 

In  the  other  instance  we  are  taking  a  physician  extender  and  using 
him  in  the  physician's  place  because  a  community  of,  say,  5,000  or 
8,000  could  not  support  the  salary  of  a  physician. 

^Ir.  Yaxder  Veen.  Thank  you. 

I  appreciate  and  the  subcommittee  appreciates  very  much,  Mr.  Wise, 
your  contribution  here  today.  Let  me  thank  you  again  for  appearing. 
Our  next  witness  is  Dr.  Carole  Steinbock. 

Dr  Steinbock,  would  you  take  a  place  at  the  witness  table  where 
you  oan  use  one  of  the  microphones  ? 
Dr,  Steinbock.  Thank  you  very  much. 

Mr  Vander  Veen.  Would  you  identify  yourself  and  what  your 
recommendations  have  been.  I  think  I  would  have  to  give  you  the  same 
admonishment  that  I  have  given  other  witnesses  as  they  have  ap- 
peared. We  are  trying  to  cover  a  lot  of  ground  in  a  fairly  short  time. 
Please  proceed. 


STATEMENT  OF  CAEOLE  STEINBOCK,  M.D.,  ASSISTANT  PEOEESSOE 
AT  THE  ALBEET  EINSTEIN  COLLEGE  OF  MEDICINE  AND  DIEEC- 
TOE  OF  THE  CENTEE  FOE  SOCIAL  EESEAECH  IN  EEHABILITA- 
TION  MEDICINE;  ACCOMPANIED  BY  ANN  COEEIGAN,  PEOGEAM 
COOEDINATOE,  THE  DAY  HOSPITAL  SEEVICE 

Dr.  Steixbock.  I  appreciate  that,  Mr.  Chairman.  Let  me  say  we 
appreciate  the  opportunity  to  come  here  and  tell  you  about  the  history 
of  the  Day  Hospital  project. 

My  name  is  Dr.  Carole  Steinbock.  I  am  an  assistant  professor  at  the 
Albert  Einstein  Colleo^e  of  Medicine  and  director  of  the  center  for 
social  research  in  rehabilitation  medicine.  I  am  research  director  for 
the  evaluation  of  the  Day  Hospital  Service  in  rehabilitation  medicine. 
With  me  is  Miss  Ann  Corrigan,  who  is  program  coordinator  for  the 
Day  Hospital  Service. 

In  June  1974,  the  National  Center  for  Health  Services  Research  of 
the  Department  of  Health,  Education  and  Welfare  awarded  a  grant  to 
the  Albert  Einstein  College  of  Medicine  in  the  Bronx,  N.Y.,  for  the 
purpose  of  evaluating  a  Day  Hospital  Service  in  Rehabilitation  Medi- 
cine. This  grant  was  to  extend  for  a  period  of  3  years,  from  July  1974 
through  June  1977.  The  Day  Hospital  Service  was  to  have  been  estab- 
lished at  the  Bronx  Municipal  Hospital  Center,  a  municipal  facility 
of  the  Xew  York  City  Health  and  Hospitals  Corp.,  in  order  to  provide 
intensive  rehabilitation  service  to  severely  disabled  patients  who  were 
to  live  at  home  and  come  to  the  hospital  daily  for  treatment. 

Intensive  rehabilitation  treatment  generally  consists  of  a  range  of 
services,  such  as  physical,  occupational  and  speech  therapy,  phycho- 
logical  and  vocational  counseling,  and  social  work,  designed  to  enable 
the  patient  to  recover  as  much  of  his  or  her  capacity  for  self  care  and 
mobility  as  possible.  Traditionally  this  type  of  medical  care  has  been 
offered  on  an  inpatient  basis,  making  it  a  very  expensive  service  to 
provide.  By  allowing  patients  to  live  at  home  while  receiving  this 
treatment,  it  is  possible  that  it  will  be  more  effective  and  less  costly. 
The  grant  awarded  to  the  Albert  Einstein  College  of  Medicine  was 
intended  to  permit  the  evaluation  of  these  potential  benefits.  It  is  now 
almost  2  years  later.  Due  to  the  inability  of  Federal  staff  to  devise 
a  mechanism  that  would  transmit  funds  authorized  under  legislation. 
Public  Law  92-608  section  222,  to  the  New  York  City  Health  and 
Hospitals  Corporation  for  Day  Hospital  Service,  this  program  has 
still  not  been  implemented. 

The  Day  Hospital  was  to  serve  both  medicare  and  medicaid  patients. 
Reimbursement  for  medicare  patients  initially  was  to  have  come 
directly  from  the  Social  Security  Administration.  The  Albert 
Einstein  College  of  Medicine  was  informed  on  May  16,  1974,  by  the 
Director  of  the  Division  of  Special  Operations  of  the  Bureau  of  Health 
Insurance,  that  the  Bureau  of  Health  Insurance  would  provide  re- 
imbursement to  the  New  York  City  Health  and  Hospitals  Corp.  for 
all  costs  of  treatment  of  medicare  patients  in  the  Day  Hospital.  The 
New  York  State  Department  of  Social  Service,  the  single  State  agency 
responsible  for  medicaid,  had  agreed  to  participate  by  reimbursing 
the  New  York  City  Health  and  Hospitals  Corp.  at  an  outpatient  rate 
for  services  provided  to  medicaid  patients  in  the  program.  This  was 
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to  be  supplemented  by  "medicaid  deficit"'  fmiding  contained  in  the 
grant  awarded  to  the  Albert  Einstein  College  of  Medicine  and  was 
needed  because  the  cost  of  care,  although  expected  to  be  significantly 
less  than  inpatient  care,  was  expected  to  cost  more  than  routine  out- 
patient care. 

A  meeting  was  held  in  the  fall  of  1974  and  was  attended  by  repre- 
sentatives of  the  Albert  Einstein  College  of  Medicine,  Bronx  Munici- 
pal Hospital  Center,  New  York  City  Health  and  Hospitals  Corp., 
Social  Security  Administration,  National  Center  for  Health  Services 
Research  and  the  New  York  State  Department  of  Social  Service.  The 
details  for  reimbursement  procedures  were  finalized,  subject  only  to 
t^.n  exchange  of  correspondence  between  the  New  York  City  Health 
and  Hospitals  Corp.  and  the  Social  Security  Administration.  This  ex- 
change was  completed  in  December  1974.  In  anticipation  of  a  Janu- 
ary 1  starting  date,  steps  were  taken  to  recruit  and  hire  staif. 

During  January  and  February  we  attempted  to  find  out  when  the 
Social  Security  Administration  would  give  final  approval  for  the 
program  to  start.  In  late  February,  the  program  staff  was  finally  in- 
formed that  the  responsibility^  for  authorizing  medicare  reimburse- 
ment had  been  transferred  from  the  Division  of  Special  Operations  to 
the  Office  of  Eesearch  and  Statistics.  The  Office  of  Research  and  Statis- 
tics was  unable  to  indicate  either  what  was  causing  the  delay  or  when 
authorization  would  be  given.  At  that  time,  an  attempt  was  made  to 
implement  the  medicaid  portion  of  the  program.  This  attempt  was 
thwarted  when  the  New  York  State  Department  of  Social  Service 
informed  the  program  staff  that  it  would  not  participate  in  the  Day 
Hospital  Service  until  the  issue  of  medicare  participation  was  re- 
solved. 

Concern  over  the  seemingly  endless  delays  prompted  us  to  request 
a  meeting  with  representatives  of  the  National  Center  for  Health 
Ser^dces  Research  and  the  Social  Security  Administration.  In  May  of 
1975,  a  meeting  was  held  in  Rockville  with  representatives  of  the 
Office  of  the  Assistant  Secretary  for  Health,  National  Center  for 
Health  Services  Aesearch,  Social  Security  Administration,  Social  Re- 
habilitation Service,  Bronx  Municipal  Hospital  Center  and  Albert 
Einstein  College  of  Medicine.  We  were  told  at  that  time  that  a  major 
modification  had  been  made  concerning  the  fundino;  and  were  advised 
of  the  following:  (1)  the  m.edicare  portion  of  the  Day  Hospital  Serv- 
ice was  to  be  funded  as  a  section  222  project  under  Public  Law  92-603 ; 
(2)  the  National  Center  for  Health  Services  Research  would  enter  into 
an  agreement  with  the  New  York  City  Health  and  Hospitals  Corp.  to 
fund  the  medicare  portion  of  the  project,  with  funds  to  be  provided 
to  the  New  York  City  Health  and  Hospitals  Corp.  by  the  Social  Se- 
curity Administration  upon  authorization  by  the  National  Center  for 
Health  Services  Research;  (3)  a  series  of  waivers  would  be  needed 
and  sought  by  the  Federal  staff  for  both  medicare  and  medicaid 
recipients. 

At  that  meeting  we  were  assured  by  representatives  of  the  National 
Center  for  Health  Services  Research  and  the  Office  of  the  Assistant 
Secretary  of  Health  that  within  10  weeks  the  Government  would  com- 
plete all  steps  required  to  enter  into  an  agreement  so  that  the  program 
could  be  implemented  on  September  1,  1975.  We  were  told  that  (1)  by 
June  1,  1975,  an  agreement  would  be  forwarded  that  would  permit  re- 
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tion, (2)  that  by  July  1,  1975,  the  Division  of  Direct  JKeimbursement 
would  prepare  a  reimbursement  protocol  for  medicare  billing  and  that 
(3)  by  July  15,  1975  the  Office  of  the  Assistant  Secretary  for  Health 
would  obtain  the  necessar}^  medicare  waivers. 

We  were  also  informed  that  the  evaluation  of  the  Day  Hospital 
Services  was  to  be  part  of  a  larger  National  Center  for  Health  Serv- 
ices Eesearch  sponsored  study  of  alternatives  to  nursing  home  care. 
We  were  told  that  reimbursement  for  the  Day  Hospital  Service  would 
be  contingent  upon  our  agreement  to  provide  data  that  could  be  used 
in  conjunction  with  these  long  term  care  experiments. 

At  meetings  on  July  22  and  25, 1975,  representatives  of  the  National 
Center  for  Health  Services  Eesearch,  Division  of  Direct  Eeimburse- 
rnent/Social  Security  Administration,  Albert  Einstein  College  of 
^ledicine,  Bronx  Municipal  Hospital  Center,  and  National  Center  for 
Health  Services  Eesearch  met  to  discuss  program  implementation. 
Agreement  was  reached  on  95  percent  of  the  data  to  be  provided  to  the 
National  Center  for  Health  Services  Eesearch  for  use  with  the  long- 
term  care  experiments.  We  were  advised  at  these  meetings  that  the 
funding  plan  outlined  to  us  in  May  had  been  abandoned.  The  National 
Center  for  Health  Services  Eesearch  was  going  to  request  that  the 
Albert  Einstein  College  of  Medicine  respond  to  a  request  for  a  pro- 
posal for  tlie  agreed  uj)on  data.  The  resulting  contract  was  to  be  the 
vehicle  for  the  reimbursement  for  services.  We  were  assured  that  the 
contract  mechanism  could  be  worked  out  within  a  few  weeks. 

On  August  18,  1975,  we  received  a  first  working  draft  of  a  request 
for  proposal  that  would  require  us  to  submit  a  proposal  to  do  research 
for  which  we  already  had  an  operating  grant.  It  was  apparent  that  the 
program  was  not  about  to  be  implemented  and  a  meeting  with  the  Di- 
rector of  the  National  Center  for  Health  Services  Eesearch  was  re- 
quested by  the  principal  investigator.  In  that  meeting,  and  in  a  follow 
up  letter,  the  All:)ert  Einstein  College  of  Medicine  was  assured  that 
"slippage  directly  related  to  the  organizational  logistics  will  not  jeop- 
ardize support  to  completion." 

A  request  for  proposal  was  sent  to  us  on  October  31,  1975.  This  re- 
quest for  proposal  called  for  the  Albert  Einstein  College  of  Medicine 
to  be  responsible  for  the  delivery  of  the  services  required  for  the  day 
hospital  service  at  the  Bronx  Municipal  Hospital  Center.  The  National 
Center  for  Health  Services  Eesearch  was  immediately  advised  that, 
because  of  contractual  relationships  between  the  New  York  City 
Health  and  Hospitals  Corp.  and  the  Albert  Einstein  College  of  Medi- 
cine, that  this  was  not  possible. 

We  suggested  that  the  National  Center  for  Health  Services  Eesearch 
convene  a  meeting  with  the  Albert  Einstein  College  of  Medicine  and 
the  New  York  City  Health  and  Hospitals  Corp.  to  determine  how  a 
contract  (s)  could  be  written  to  implement  the  program  and  provide 
the  data.  On  November  11, 1975,  the  National  Center  for  Health  Serv- 
ices Eesearch  rescinded  the  request  for  proposal.  We  were  told  that  a 
revised  request  for  proposal  would  not  be  forthcoming  until  we  had 
submitted  a  revised  detailed  evaluation  proposal.  This  was  submitted 
1  month  later,  on  December  10,  1975.  Again,  greatly  concerned  about 
the  delays  we  wrote  to  the  Assistant  Secretary  for  Health  to  ask  his 
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assistance  in  expediting  the  program  implementation.  We  have  had  no 
response. 

On  Jamiary  8  and  9,  1976,  we  met  with  representatives  of  the 
Division  of  Direct  Eeimbursement/Social  Security  Administration 
and  the  National  Center  for  Health  Services  Research  and  again 
advised  them  of  a  need  to  find  a  workable  funding  mechanism.  They 
agreed  to  investigate  the  feasibility  of  a  separate  contract  between  the 
Department  of  Health,  Education,  and  Welfare  and  the  New  York 
City  Health  and  Hospitals  Corp.  for  reimbursement  for  services  for 
medicare  patients.  We  were  informed  on  January  27  that  the  National 
Center  for  Health  Services  Research  had  decided  not  to  pursue  this 
mechanism. 

On  January  21, 1976,  an  official  request  for  proposal  was  issued  that 
required  the  Albert  Einstein  College  of  Medicine  to  be  responsible  for 
services  at  the  Bronx  Municipal  Hospital  Center  and  for  the  provision 
of  data.  We  responded  as  we  had  earlier,  that  the  Albert  Einstein 
College  of  Medicine  could  provide  the  data  but  could  not  be  respon- 
sible for  the  provision  of  service.  A  complete  response  to  the  request  for 
proposal  was  submitted  on  February  24,  1976.  This  response  included 
a  suggestion  that  the  Government  contract  for  services  directly  with 
the  New  York  City  Health  and  Hospitals  Corp.,  the  certified  medicare 
provider. 

A  meeting  was  held  on  March  25,  1976  with  representatives  of  the 
National  Center  for  Health  Services  Research,  Division  of  Direct 
Reimbursement/Social  Security  Administration,  New  York  City 
Health  and  Hospitals  Corp.,  Bronx  Municipal  Hospital  Center  and 
Albert  Einstein  College  of  Medicine  to  discuss  the  details  of  the  reim- 
bursement protocol  that  had  been  prepared  by  the  Division  of  Direct 
Reimbursement/ Social  Security  Administration.  After  agreement  was 
reached  on  the  protocol,  the  problem  of  finding  a  reimbursement 
mechanism  was  addressed. 

Two  alternate  mechanisms  were  proposed,  both  of  which  were  ac- 
ceptable to  the  Albert  Einstein  College  of  Medicine  and  the  New  York 
City  Health  and  Hospitals  Corp, 

In  a  conversation  with  a  Health  Resources  Administration  contracts 
officer  10  days  later,  we  were  told  that  no  further  work  could  be  done 
until  alternatives  were  proposed  in  writing.  These  alternatives  were 
proposed  in  an  April  19,  1976,  letter  from  the  Albert  Einstein  College 
of  Medicine  to  the  Health  Resources  Administration  contracts  office. 
On  April  30,  1976,  the  continuation  application  for  the  grant  to 
evaluate  the  day  hospital  service  vv^as  submitted.  If  the  day  hospital 
were  to  become  operational  in  July,  we  would  be  starting  the  third 
year  of  the  grant. 

Last  week,  the  Director  of  the  National  Center  for  Health  Services 
Research  suggested  that  we  meet  to  determine  whether  a  funding 
mechanism  can  be  worked  out.  We  have  requested  that  the  meeting  be 
attended  by  individuals  with  the  authority  to  decide  upon  and  approve 
a  funding  mechanism.  We  have  unofficially  been  informed  that  some 
Federal  staff  now  feel  that,  given  the  complexities  surrounding  this 
project,  it  is  impossible  to  work  out  a  way  to  transmit  funds  from  the 
Federal  Government  to  the  New  York  City  Health  and  Hospitals 
Corp.  for  the  day  hospital  service. 

I  would  like  to  point  out  that  the  cost  of  treatment  for  the  day 
hospital  service  is  expected  to  be  a  maximum  of  $120  a  day  as  opposed 
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to  the  $200  a  day  the  care  now  costs  for  these  patients.  In  addition,  it 
is  likely  that  the  cost  of  care  would  be  less  because  the  number  of  days 
of  treatment  would  be  less.  There  would  be  no  weekend  or  evening 
treatment. 

It  is  our  belief  that  if  Congress  has  directed  Federal  agencies  to 
develop  such  programs,  and  the  day  hospital  is  a  desirable  program, 
that  a  funding  mechanism  can  be  worked  out. 

That  concludes  my  statement.  Ms.  Corrigan  and  I  would  be  happy 
to  answer  any  questions  that  you  have  for  us. 

Mr.  Vaxder  Yeex.  Thank  you  very  much  for  your  statement. 

Rather  than  direct  a  question  to  you  immediately,  since  we  have 
Mr.  Cardwell  here,  I  would  like  to  ask  you.  Commissioner — and  I 
apologize  for  not  suggesting  that  I  was  going  to  do  this  earlier — can 
you  make  a  response  to  the  statement  that  was  just  put  into  the  record 
by  Dr.  Steinbock  ? 

Commissioner  Cardwell.  Well,  which  aspect  of  the  statement,  Mr. 
Chairman  ? 

Mr.  Vaxder  Veex.  A  general  reaction  to  the  entire  statement.  This 
was  a  narrative  of  an  effort  extending  over  a  period  of  years  to  work 
out  some  kind  of  a  funding  mechanism  for  what  seems  to  be  an  idea 
that  would  come  within  the  terms  of  the  sections  granting  funds  to 
HEW  to  find  ways  to  save  money. 

Conmiissioner  Cardwell.  Well,  I  admire  her  perseverance  and  her 
patience.  I  would  say  at  least  that,  but  I  cannot  speak  to  the  details 
of  the  project. 

It  is  very  possible  that,  if  I  were  to  examine  it,  I  might  find  that 
there  arc  problems  in  the  original  arrangement  of  her  project  as  well 
as  problems  within  HEW. 

I  have  been  told  about  the  project.  As  it  has  been  described  to  me, 
the  issue  within  the  Social  Security  Administration  on  the  project  has 
centered  on  the  question  of  who  would  play  the  role  of  evaluator  of  the 
end  result,  whether  it  would  or  should  be  Einstein  College  of  Medicine 
or  whether  it  should  be  some  third  party. 

I  gather  from  her  description  that  there  have  been  substantive  con- 
cerns about  the  project  on  the  part  of  the  Health  Resources  Adminis- 
tration. If  that  is  correct,  I  think  they  are  the  ones  who  should  speak  to 
it. 

Our  role  in  this  project  would  be  twofold.  First,  to  decide  whether 
a  waiver  should  be  appropriately  granted  from  the  existing  statutory 
requirement  that  would  not  permit  reimbursement  in  other  words,  we 
would  have  to  make  a  deliberate  document  of  a  waiver  to  that  effect. 

Our  second  role  would  be  that  once  a  project  was  consummated  by 
the  Health  Resources  Administration,  it  would  be  our  job  to  arrange 
for  a  payment  system  between  the  Social  Security  Administration, 
Bureau  of  Health  Insurance,  and  the  administrator  of  the  project 
aud/or  the  actual  provider  of  the  services. 

I  think  from  her  description  there  may  have  been  some  doubts  in  the 
minds  of  various  persons  in  HEW  as  to  who  was  going  to  play  what 
role  at  their  end  of  the  project.  But  I  am  just  guessing  from  her  de- 
scription. I  am  not  familiar  with  the  details  of  the  project,  beyond  the 
description  I  just  gave  you. 

Mr.  Vaxder  Veex.  Is  there  anyone  here,  Commissioner,  who  would 
l>e  able  to  comment  further  on  this  statement? 

Commissioner  Cardwell.  I  think  Dr.  Cooper  and  his  staff  would  be 
better  prepared  to  speak  to  that  than  would  we. 
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Dr.  Cooper.  We  have  the  Director  of  the  Center  for  National  Health 
Services  Research  here.  He  could  speak  to  the  recent  history  of  the 
project. 

Mr.  Vander  Veen.  Fine.  I  would  appreciate  it  very  much  if  he 
would  respond.  Identify  yourself. 

Dr.  Rosenthal.  I  am  Director  of  the  National  Center  for  Health 
Services  Research. 

There  probably  is  not  any  uncomplicated  answer  to  what  has  obvi- 
ously been  a  very,  very  complicated  set  of  relationships  which  go  back 
for  the  Center  with  this  project  to  I  think  1972  when  it  was  originally 
proposed  as  a  grant  that  arrived  through  the  normal  grant  processes 
originally  in  a  setting  different,  I  think,  from  the  current  setting — the 
providing  institution.  I  mean  not  from  Albert  Einstein,  but  the 
hospital. 

Dr.  Steinbock.  No  ;  the  setting  has  not  changed. 

Dr.  Rosenthal.  At  any  rate,  the  project  was  of  interest  to  the  Na- 
tional Center  because  the  project  provided  us  with  an  opportunity  to 
stimulate  an  evaluation  of  an  alternative  method  of  service  delivery  in 
a  long-term  carrier  area,  a  matter  with  which  we  had  a  long  history  of 
interest  and  which  was  of  more  immediate  congressional  interest  as 
well.  It  took  about  a  year  or  two  before  the  project  could  be  assessed, 
evaluated,  and  recommended  for  funding. 

But  the  understanding  on  the  part  of  the  National  Center  for  Health 
Services  Research  at  the  time  was  that  the  grand  award  was  based  on 
our  part  by  a  positive  assessment  of  the  proposals  of  the  project  and/or 
commitment  to  the  issue  that  it  was  addressing  and  our  belief  in  the 
competency  of  the  researchers  who  were  undertaking  the  research.  The 
assumption  was  made  that  the  mechanics  related  to  reimbursement 
services  required  to  operate  the  demonstration  could  be  negotiated,  I 
suppose. 

In  retrospect,  I  believe  that  that  was  more  naive  on  the  part  of  all 
the  parties  concerned  than  it  proved  to  be. 

[The  following  detailed  testimony  was  submitted  by  Dr.  Rosenthal 
and  is  inserted  for  the  record.  Dr.  Steinbock,  of  the  Albert  Einstein 
College  of  Medicine,  did  not  have  the  opportunity  to  respond  to  it.] 

I  am  Director  of  the  National  Center  for  Health  Services  Research,  Health 
Resources  Administration,  Public  Health  Service. 

There  is  no  simple  way  to  answer  the  particular  question  raised  here.  The 
project  at  the  Albert  Einstein  College  of  Medicine  has  involved  a  very  compli- 
cated set  of  relationships.  The  project  is  based  on  a  demonstration  that  has  at 
one  time  or  another  required  negotiations  with  the  New  York  City  Health  and 
Hospitals  Corporation,  the  Albert  Einstein  College  of  Medicine,  Jacobi  Hospital, 
the  Social  Rehabilitation  Service,  the  Social  Security  Administration,  the  Health 
Resources  Administration  and  the  New  York  State  Department  of  Social 
Services. 

The  National  Center  for  Health  Services  Research  initially  became  involved 
in  this  project  as  the  result  of  a  grant  proposal  submitted  in  1972.  A  similar 
proposal  was  at  the  same  time  submitted  to  the  Social  Security  Administration. 
Because  the  Social  Security  Administration  insisted  that  the  demonstration  be 
evaluated  by  a  party  other  than  the  research  group  at  the  Albert  Einstein 
College  of  Medicine,  the  grantee  preferred  to  receive  support  for  the  project  from 
the  National  Center  for  Health  Services  Research.  However,  the  support  from 
the  National  Center  only  involved  funding  for  the  analysis.  Reimbursement  for 
services  provided  in  conjunction  with  the  demonstration  was  necessarily  to  be 
the  responsibility  of  the  Social  Security  Administration  and  the  Social  Reha- 
bihtation  Service.  Because  of  a  number  of  administrative  difficulties  including 
the  resignation  of  the  Principal  Investigator  at  the  Albert  Einstein  College  of 
Medicine,  the  original  proposal  was  never  funded. 
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The  project  proposed  by  the  Albert  Einstein  College  of  Medicine  was  of  inter- 
est to  the  National  Center  because  it  provided  us  with  an  opportunity  to  study 
an  alternative  method  of  service  delivery  in  the  long-term  care  area — a  research 
issue  which  has  been  of  interest  to  the  National  Center  for  several  years  and 
which  has  attracted  the  attention  of  the  Congress  as  well.  Because  of  continuing 
concern  with  this  problem,  the  National  Center  for  Health  Services  Research 
agreed  to  provide  support  for  the  study  when  a  new  research  proposal  was 
submitted  by  the  grantee  in  1974.  A  grant  award  was  made  in  June  of  that  year. 
That  award  was  based  on  our  positive  assessment  of  the  proposal,  our  commit- 
ment to  the  issue  that  was  being  addressed,  and  our  belief  in  the  comi)etency  of 
the  researchers  who  were  to  undertake  the  study.  Under  the  terms  of  the  grant 
the  National  Center  agreed  to  support  the  evaluation  of  a  demonstration.  How- 
ever, the  National  Center  was  not  in  a  position  to  subsidize  the  services  of  the 
Medicare  and  Medicaid  eligibles  who  were  to  be  part  of  the  demonstration.  More- 
over, the  grant  award  from  the  National  Center  was  made  on  the  assumption 
that  the  problems  associated  with  reimbursement  for  services  provided  in  a  day 
hospital  situation  could  be  negotiated  with  the  Social  Security  Administration 
and  the  Social  and  Rehabilitation  Service  with  relative  ease. 

Because  of  the  need  for  waivers  to  permit  reimbursement  under  Section  222 
of  the  Social  Security  Act.  the  problems  associated  with  defining  the  services 
that  would  be  paid  for,  and  the  difficulties  of  dealing  with  different  State  and 
municipal  agencies  which  would  have  to  be  involved  in  either  the  provision  of 
services  or  in  arrangements  for  reimbursements,  the  assumption  by  all  the 
parties  concerned  that  it  would  relatively  be  easy  to  implement  the  demonstra- 
tion proved  to  be  naive. 

Mr.  Vaxder  Veen.  May  I  interrupt  you,  Doctor. 
Dr.  Rosenthal.  Yes,  sir. 

Mr.  Vander  Veen.  I  ask  you  this.  What  was  the  general  feeling 
toward  the  concept  of  the  day  hospital  service  ?  Was  it  looked  upon 
favorably  ? 

Dr.  Rosenthal.  Well,  the  hospital  clearly  was  looked  upon  at  least 
as  favorably  enough  to  desire  to  fund  the  project  that  was  designed 
to  take  a  closer  look  at  that. 

Mr.  Vander  Veen.  There  was  a  decision  at  one  point  to  fund  the 
project,  was  there  not  ? 

T)r.  Rosenthal.  To  fund  tlie  research  components  of  the  project. 

^Ir.  Vander  Veen.  All  right.  And  that  decision  was  reversed. 

Dr.  Rosenthal.  That  decision  has  not  been  reversed.  At  the  current 
time,  that  project  is  being  funded  and  receiving  research  funds,  most 
of  whicli  are  not  really  spent  because  the  demonstration  that  most  of 
their  energies  would  be  devoted  to  assessing  has  not  been  initiated. 

yiv.  Vander  Veen.  Would  vou  care  to  respond  to  that.  Dr.  Stein- 
bock? 

Dr.  Steinbock.  Yes.  It  is  a  sort  of  complicated  issue,  as  we  all 
realize. 

Mr.  Vander  Veen.  Is  what  he  said  true  ? 
Dr.  Steinbock.  Yes.  In  1974  

^Ir.  Vander  Veen.  Why  have  you  not  received  funds  at  your  par- 
ticular center? 

Di*.  Steinbock.  We  have  received  and  are  operating  now  out  of  a 
research  grant  from  the  Xational  Center.  That  research  grant  was 
given  to  the  Albert  Einstein  College  of  Medicine  for  the  purpose  of 
evaluating  the  day  hospital.  The  program  itself  has  never  become 
operationaL 

Mr.  Vander  Veen.  Why  not? 

Dr.  Steinbock.  I  can  only  say  that  until  February  1975  it  appeared 
that  there  was  no  problem  in  reimbursing  for  services.  There  were 
some  delays  that  were  just  due  to  the  fact  that  people  were  taking 
a  long  time  to  get  things  done. 
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The  real  confusion  began  when  the  responsibility  for  reimuburse- 
ment  of  services  was  transferred  from  one  part  of  the  Social  Security 
Administration  to  another  part  of  the  Social  Security  Administration. 
I  cannot  say  what  was  behind  that,  but  from  our  point  of  view  that  is 
when  the  mechanism  that  had  originally  been  agreed  upon — to  reim- 
burse for  the  services — broke  down.  In  other  words,  at  the  time  that 
grant  was  awarded,  there  was  a  method  for  reimbursing  for  services. 
It  seems  that  after  the  identification  of  this  project  as  a  section  222 
project,  it  became  impossible  to  find  a  mechanism  to  reimburse  for  its 
services. 

Mr.  Vander  Veex.  Dr.  Kosenthal,  if  I  can  return  to  you,  without 
infringing  on  the  rights  of  the  other  witnesses  who  are  here  and  have 
taken  the  time  to  be  here,  I  would  like  to  pursue  this  briefly. 

The  project  which  Dr.  Steinbock  describes  was  funded  for  evalua- 
tion. Am  I  correct  ? 

Dr.  KosEXTHAL.  The  project  was  funded  for  the  development  of  a 
research  design  and  for  evaluation  of  that  particular  day  care  experi- 
ment. The  dimensions  of  that  evaluation  were  part  of  the  original 
grant  proposal. 

Mr.  Vander  Veex.  But  it  has  not  been  funded  for  operational 
purposes  ? 

Dr.  Rosenthal.  For  reimbursing  for  providing  the  services,  correct. 

Mr.  Yander  Veex.  Are  there  any  projects  anywhere  else  in  the 
country  which  have  been  funded  operationally  ? 

Dr.  Eosexthal.  I  do  not  know  of  a  day  care  demonstration  such  as 
this  one  which  has  been  funded  in  an  operational  stage.  We  do  have 
six  other  demonstrations  that  involve  aspects  of  day  care,  as  well  as 
homemaker  services.  Those  have  been  funded  and  have  received 
waivers  and  have  now  completed  the  process  of  admitting  patients 
into  the  demonstration  program. 

Mr.  Vaxder  Veex.  Is  your  testimony  that  there  is  no  effort,  no 
project  like  the  one  that  was  described  by  Dr.  Steinbock,  being  funded 
anywhere  in  the  country  ? 

Dr.  Rosenthal.  We  are  funding  in  our  section  222  demonstrations 
a  day  care  demonstration. 

Mr.  Vander  Veex.  Where  is  that? 

Dr.  Rosenthal.  In  White  Plains,  N.Y.  That  is  similar,  but  not 
identical.  So  an  honest  answer  to  your  question  is  that  so  far  all  the 
demonstrations  are  unique  because  there  are  only  a  very  few  of  them. 

l^lr.  Vander  Veen.  Is  the  one  in  "VAliite  Plains  a  day  hospital 
project? 

Dr.  Rosenthal.  I  do  not  think  so. 

Dr.  Steinbock.  I  believe  that  ours  is  the  only  day  hospital  project. 
All  of  the  other  day  care  projects  draw  their  patients  from  those  who 
have  completed  a  term  of  hospitalization  and  may  or  may  not  require 
nursing  home  care.  These  programs  are  basically  alternatives  to  nurs- 
ing home  or  long-term  care. 

The  day  hospital  project  is  an  alternative  to  inpatient  hospitaliza- 
tion. The  patients  in  this  program  would  be  people  who  have  been  in 
the  hospital  because  of  an  amputation  or  a  stroke  but  who  are  going 
to  stay  in  the  hospital  for  further  rehabilitation.  They  would  not  be 
going  to  a  nursing  home  until  after  completion  of  rehabilitation 
treatment. 

Mr.  Vander  Veen.  All  right.  Because  of  the  number  of  witnesses  we 
have  and  the  ground  that  we  have  yet  to  cover,  we  are  going  to  move 
on  at  this  point. 


f 

S3 

I  am  going  to  ask  some  of  the  other  people  who  are  going  to  testify 
on  something  else  about  this  particular  project.  Do  you  have  anything 
to  add.  Dr.  Steinbock,  before  5'ou  complete  your  testimony  at  this 
point  ? 

Dr.  Steixbock.  Do  you  have  anything,  Ann  ? 

Ms.  CORRIGAX.  No. 

Dr.  Steixbock.  Xo.  I  just  thank  you  for  the  opportunity  of  dis- 
cussing this.  We  are  still  hopeful  and  we  are  still  optimistic. 

Mr.  Vax^der  Veex'.  You  are  very  welcome  for  the  opportunity. 

The  chairman  of  the  subcommittee  is  here.  Mr.  Vanik,  do  you  care 
to  ask  questions? 

Mr.  Yaxik.  I  have  no  questions.  I  am  following  very  carefully  the 
transcript. 

Mr.  Vander  Veex.  Thank  you  very  much,  Dr.  Steinbock. 
Dr.  Steix^bock.  Thank  you. 

^Ir.  Vax-der  Veex.  Commissioner  Cardwell,  would  it  be  best  if  you 
testified  at  this  point,  in  view  of  the  different  times  of  arrival?  Or 
what  would  be  the  best  sequence  ? 

Commissioner  Cardwell.  I  think  our  preference  would  be  that  the 
Under  Secret ar}^  speak  on  behalf  of  the  Department.  I  think  she 
would  explain  that  Dr.  Cooper  and  I  would  play  a  followup  role  after 
she  introduces  the  subject. 

^Ir.  Vaxder  Veex.  Thank  you  very  much.  First,  let  me  thank  you 
for  appearing  here  before  the  subcommittee.  We  are  very  pleased  to 
iiave  you.  Will  3'ou  please  proceed. 

STATEMENT  OF  MARJORIE  LYNCH,  UNDER  SECRETARY,  DEPART- 
MENT OP  HEALTH,  EDUCATION,  AND  WELFARE;  ACCOMPANIED 
BY  JAMES  B.  CARDWELL,  COMMISSIONER  OF  SOCIAL  SECURITY; 
AND  DR.  THEODORE  COOPER,  ASSISTANT  SECRETARY  FOE 
HEALTH,  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND  WELFARE 

Mi-s.  Lyxcii.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee. 

I  am  happy  to  appear  before  you  for  the  first  time  and  to  have  with 
me  Dr.  ThecKlore  Cooper,  our  Assistant  Secretary  for  Health;  and 
James  Cardwell,  our  Commissioner  of  the  Social  Security  Adminis- 
tration, today. 

As  you  are  probably  aware,  I  am  still  fairly  new  in  the  Department 
but  as  I  l>ecome  more  involved  in  the  health  financing  research  ac- 
tivities of  the  Department  of  Health,  Education,  and  Welfare,  I  have 
found  the  scope  of  our  research  activities  quite  broad  and  the  range 
of  issues  exceedingly  complex. 

The  1972  amendments  to  the  Social  Security  Act  called  for  major 
change  in  the  medicare  program,  including  its  coverage  and  reim- 
bursement methods.  You  asked  us  to  focus  our  specific  attention  on 
section  222,  which  was  written  to  encompass  certain  additional  com- 
plex areas  which  had  been  proposed  for  medicare  coverage,  but  about 
which  the  Congress  felt  too  little  was  known. 

Section  222  authorizes  the  Secretary  to  develop  and  carry  out  ex- 
periments and  demonstration  projects.  These  projects  must  be  de- 
signed to  determine  the  relative  advantages  and  disadvantages  of 
various  alternative  methods  of  making  payment  on  a  prospective  basis 
to  hospitals,  skilled  nursing  facilities,  and  other  providers  of  services. 
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The  authority  impacts  on  the  medicare  (title  XVIII),  medicaid  (title 
XIX),  and  maternal  and  child  health  and  crippled  children  (title  V), 
programs. 

In  addition  to  the  prospective  reimbursement  experiments,  section 
222  authorizes  research  in  other  substantive  areas.  These  research 
areas  include :  negotiated  rates  and  other  incentive  reimbursement  and 
State  rate-setting  and  fixed  price  or  performance  incentive  contract- 
ing to  intermediaries  and  carriers. 

Other  research  areas  encompass  alternatives  to  institutional  care 
such  as  day  care,  day  hospitalization  and  homemaker  services.  The 
statute  also  authorizes  experiments  relating  to  reimbursement  for 
clinical  psychologist  services,  physician  extender  services,  and  other 
noncovered  services  such  as  ambulatory  surgery. 

The  Department  has  been  provided  with  a  continuing  challenge  in 
our  implementation  of  this  statute.  We  were  charged  with  the  enor- 
mously difficult  task  of  charting  a  new  course  of  research  in  areas 
where  there  were  a  variety  of  viewpoints,  and  certainly  an  absence  of 
easy  answers,  and  not  even  a  generall}^  accepted  research  methodology. 

In  describing  our  implementation,  it  might  be  helpful  if  I  briefly 
outline  the  division  of  experimental  responsibilities  within  the  De- 
partment. The  Office  of  the  Assistant  Secretary  for  Health,  the  Social 
Security  Administration,  and  the  Social  and  Rehabilitation  Service 
are  the  agencies  which  share  responsibility  for  developing,  conducting, 
and  evaluating  demonstration  projects  and  experiments.  In  all  cases, 
they  help  each  other  in  reviewing  proposals,  resolving  issues  raised 
during  project  implementation,  and  monitoring  and  evaluating  the 
projects. 

The  Assistant  Secretary  for  Health  has  the  responsibility  for  assur- 
ing the  appropriate  health  perspective  for  all  these  activities  in  the 
Department. 

The  Social  Security  Administration  has  the  lead  responsibility  for 
determining  the  effectiveness,  efficiencies,  and  economies  of  fijsed-price 
or  performance-incentive  contracts  for  intermediaries  and  carriers. 

The  Social  Security  Administration  is  conducting  a  major  study  of 
reimbursement  for  physician  assistant  services.  SSA  also  has  lead  re- 
sponsibility for  condiicting  a  study  of  direct  reimbursement  services 
for  clinical  psychologists'  services  and  a  study  of  the  effects  of  extend- 
ing coverage  to  services  performed  in  ambulatory  surgery  centers. 

Under  the  Assistant  Secretary  for  Health,  the  Health  Resources 
Administration  has  the  lead  responsibility  for  developing  and  evalu- 
ating experiments  to  test  whether  payment  for  services  which  are  in- 
cidental to  currently  covered  services  would  result  in  more  efficient  and 
economical  provision  of  the  covered  services.  The  Assistant  Secretary 
for  Health  also  conducts  benefit  package  experimentation  in  alterna- 
tives to  long-term  care  institutionalization. 

The  Social  and  Rehabilitation  Service  has  a  cooperative  working 
relationship  with  the  other  two  agencies  as  well  as  conducting  related 
experiments.  I  know  the  subcommittee  is  familiar  with  the  recent  sec- 
tion 222  demonstration  undertaken  by  the  medicaid  program  with  the 
State  of  California  to  develop  a  model  State  quality  assessment  and 
cost-control  monitoring  system  for  prepaid  health  plans.  Mr.  Chair- 
man, I  wish  to  emphasize  that  the  Department  conducts  related  health 
financing  research  under  many  different  authorities.  There  are  vari- 
ous other  components  of  the  Department,  such  as  the  Office  of  my 
Assistant  Secretary  for  Planning  and  Evaluation,  which  we  have  not 
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even  mentioned  in  our  discussion  today.  I  would  like  to  submit  for  the 
ie<?ord  a  listing  of  our  various  legislative  authorities  under  which  we 
conduct  this  research. 

I  also  wish  to  stress  to  you  the  close  cooperation  that  is  involved 
in  our  administration  of  the  experimental  authority  granted  under 
section  222.  One  illustration  of  this  close  cooperation  is  the  Social 
Security  Administration's  authority  to  grant  waivers  to  permit  medi- 
care reimbursement  under  projects  concerning  homemaker,  day  care, 
and  incidental  services  which  are  conducted  by  the  Health  Resources 
Administration  under  the  Assistant  Secretary  for  Health.  SSA  also 
serves  as  the  fiscal  intermediary  for  these  projects.  This  does  not  mean 
that  there  are  no  areas  of  disagreement  with  regard  to  individual  re- 
search projects.  It  is  my  firm  belief  that  this  kind  of  "give  and  take" 
is  healthy  and  will,  in  the  long  run,  insure  the  maximum  payoff  from 
our  investment. 

As  you  may  know,  Mr.  Chairman,  I  am  originally  from  England — 
a  country  which  embraced  a  national  health  financing  system  before 
there  were  answers  to  many  crucial  questions.  That  initial  decision 
created  tremendous  operational  complexities  for  making  future 
changes.  I  believe  that  our  Congress  was  very  wise  in  attempting  to 
insure  that  we  had  some  of  the  research  completed  and  evaluated  be- 
fore we  embarked  upon  bold  changes  in  our  health  financing  system. 

I  know  that  you  have  expressed  a  concern  regarding  the  time  lag 
between  passage  of  the  legislation  and  awarding  of  all  contracts.  It 
has  been  just  3  years  since  the  Department  received  its  new  experi- 
mental authority.  Let  me  stress  a  point  that  I  mentioned  to  you 
before — that  the  Department  faced  a  variety  of  viewpoints,  both  in- 
ternal and  external,  on  how  best  to  proceed.  Obviously,  we  were  not 
able  to  initiate  every  project  iimnediately.  While  people  within  the 
Department,  the  interest  groups,  and  Congress  shared  an  anxiousness 
to  begin  implementation  research  priorities  were  naturally  different. 
AVithin  the  Department,  this  has  insured  that  funded  projects  were 
subjected  to  a  rigorous  examination.  Again,  I  believe  that  in  the  long 
run.  we  will  all  be  the  beneficiaries  of  this  spirited  internal  dialog. 

I  would  like  to  stress,  Mr.  Chairman,  that  there  is  an  internal  appeal 
mechanism  to  the  Secretary  if  there  is  unresolved  conflict  among  the 
agencies.  I  went  to  assure  you  also  of  my  own  personal  interest  and 
awareness  of  my  oversight  responsibilities  as  Under  Secretary  of  the 
Department. 

We  have  also  been  challenged  by  our  constantly  changing  param- 
eters. To  date,  our  results  for  the  most  part  are  inconclusive,  but  we 
must  remember  that  our  health  system  has  not  stood  still. 

An  important  point  to  note  is  that  most  of  our  research  involves 
long-range  projects,  rather  than  short-term  studies.  We  at  the  De- 
partment share  your  concerns  regarding  long-range  policy  guidance. 
Although  we  have  faced  tremendous  challenges  which  may  not  have 
permitted  the  early  achievement  of  clear  results,  we  are  confident  that 
our  ongoing  projects  nad  future  work  will  yield  research  findings 
which  will  be  of  value  not  only  to  the  medicare  and  medicaid  pro- 
grams, but  to  the  health  industry  and  country  as  a  whole. 

I  appreciate  the  invitation  to  appear  here  today,  Mr.  Chairman. 

I  would  like  to  ask  Dr.  Cooper  and  Mr.  Cardwell  to  answer  your 
questions  at  this  time.  Thank  you. 

[Documents  mentioned  follow :] 
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Research  Authorities  Relevant  to  Public  Law  92-603,  Section  222 
Research  Functional^  Areas  (By  DHEW  Component) 

/.  Pullic  Health  Service 

A.  ALCOHOL,  DRUG  ABUSE  AND  MENTAL  HEALTH  ADMINISTRATION 

1.  National  Institute  of  Mental  Health 

a.  Benefits :  PHS  Act,  Sections  301-303. 

b.  CUnical  Psychologists  :  PHS  Act,  Sections  301-303. 

c.  Financing  Mental  Health  Care  under  Third  Party  Reimbursement  Systems : 
PHS  Act,  Sections  301-303. 

2.  National  Institute  on  Drug  Ahuse 

a.  Benefits :  PHS  Act,  Section  301. 

b.  Manpower :  PHS  Act,  Sections  301-303. 

3.  National  Institute  on  Alcohol  Abuse  and  Alcoholism 

a.  Benefits:  Alcohol  Abuse  and  Alcoholism  Prevention,  Treatment,  and  Re- 
habilitation Act  of  1970,  Section  311. 

b.  Manpower:  Alcohol  Abuse  and  Alcoholism  Prevention,  Treatment,  and 
Rehabilitation  Act  of  1970,  Section  311. 

B.  health  resources  administration 

1.  National  Center  for  Health  Services  Research 

a.  Reimbursement :  PHS  Act,  Sections  304-305. 

b.  Methods  of  Payment :  PHS  Act,  Sections  304-305. 

c.  Benefits :  Section  222  and  PHS  Act,  Sections  304-305. 

d.  State  Rate  Setting : "  PHS  Act.  Sections  304-305. 

e.  Long  Term  Care  Services:  Section  222  and  PHS  Act,  Sections  304—305. 

f.  Manpower :  PHS  Act,  Sections  304-305. 

2.  Bureau  of  Health  Planning  and  Resources  Development 
a.  State  Rate  Setting :  Section  1533    (Public  Law  93-641) . 

5.  Bureau  of  Health  Manpower 

a.  Maniwwer :  PHS  Act,  Section  774. 

c.  health  services  administration 

1.  Bureau  of  Community  Health  Services 

a.  Benefits: 

1.  Maternal  and  Child  Health :  Section  512  (Social  Security  Act). 

2.  Migrant  Hospitalization :  Section  319  PHS  Act. 

b.  Long  Term  Care  Services :  Section  512  (Social  Security  Act). 

c.  Manpower :  Section  512  (Social  Security  Act). 

2.  Bureau  of  Quality  Assurance 

a.  Long  Term  Care  Services  (Home  Health)  :  Public  Law  94-63,  Section  602 
and  PHS  Act,  Sections  304-305. 

b.  Benefits  (Incidental  Services — Home  Dialysis  Assistance)  :  Section  222. 

II.  Social  Security  Administration 

A.   OFFICE  OF  RESEARCH  AND  STATISTICS 

1.  Prospective  Reimbursement :  Section  222. 

2.  Methods  of  Payment :  Section  222. 

3.  Benefits  (Ambulatory  Surgery)  :  Section  222. 

4.  State  Rate  Setting:  Section  222  and  Section  1526  of  Public  Law  93-641. 

5.  Payment  for  Teaching  Activities  and  Care :  Section  222. 

6.  Long  Term  Care  Services  :  Section  222. 

7.  Manpower :  Section  222. 

8.  Clinical  Psychologists :  Section  222. 


1  Soe  Functional  Areas  (described  on  pages  6  and  7). 

2  In  view  of  current  research  by  the  Office  of  Research  and  Statistics,  SSA,  under  Sec- 
tion 222  and  the  National  Health  Planning  and  Resources  Development  Act  of  1974,  P.L. 
93-641.  Section  1526,  the  NCHSR  Is  not  funding  projects  in  this  functional  area. 

'  Technical  Assistance  and  Research  Dissemination. 
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B.  BUREAU  OF  HEALTH  INSUEANCE 

1.  Fixed  Price  or  Performance  Incentive  Contracting:  Section  222. 
///.  Social  and  Rehabilitation  Service 

A.   OFFICE   OF  PLANNING,  RESEARCH  AND  EVALUATION  * 

1.  Prospective  Reimbursement :  Section  222. 

2.  Methods  of  Payment :  Social  Security  Act,  Section  1115. 

3.  Benefits :  Social  Security  Act,  Section  1115. 

4.  Long  Term  Care  Services  :  Social  Security  Act,  Section  1115. 

IV.  Office  of  the  Assistant  Secretary  for  Planning  and  Evaluation 

Health  Experiment  Funds  :  Section  232  or  Public  Law  93-644,  "The  Community 
Services  Act  of  1974." 

V.  Administration  on  Aging 

Research  and  Demonstrations:  Title  III,  Older  Americans  Act  of  1974  as 
amended. 

The  Social  Security  Amendments  of  1972  Public  Law  92-603,  Section  222  (a) 

AND    (b) " 


Experimental  and  demonstration  functional  areas 


10. 


Summary  of  functional  area 
Prospective  reimbursement  of  hospitals,  skilled  nursing 

facilities  and  other  providers  of  service. 
Changes  in  methods  of  payment  or  reimbursement,  other 

than  prospective  reimbursement,  including  negotiated 

rates  utilizing  incentives  to  increase  economy  and 

efiBciency. 

Benefit  package  or  incidental  services  research :  Studies 
to  determine  whether  payment  for  services  other  than 
those  currently  reimburs^able  would  result  in  more 
economical  provision  or  effective  utilization  of  those 
services  which  are  now  covered.  These  new  services 
must  be  furnished  by  organizations  or  institutions 
capable  of  providing : 

a.  Comprehensive  health  care  services. 

b.  Mental  health  care  services. 

c.  Ambulatory  health  care  services. 

d.  Institutional  services  whic  may  substitute,  at 

lower  cost,  hospital  care. 

State  approval  of  rates  of  payment  or  reimbursement  for 
health  care  provided  under  health  programs  estab- 
lished by  the  Social  Security  Act. 

Payment  of  a  single  combined  rate  of  reimbursement  or 
charge  for  teaching  activities  and  patient  care  in  a 
graduate  medical  education  program. 

Homemaker  and  intermediate  care  facilities  as  alterna- 
tives to  current  posthospital  benefits  of  the  medicare 
program. 

Fixed  price  or  performance  incentive  contracting  to 
improve  program  efficiency  and  economy. 

Health  Manpower  :  Studies  to  determine  under  what  cir- 
cumstances payment  for  the  services  of  assistants  to 
physicians  would  be  appropriate  and  the  most  equi- 
table and  noninflationary  method  and  amount  of  such 
payment. 

An  experimental  program  to  provide  day  care  services 
for  individuals  eligible  for  medicare  part  B  and 
medicaid. 

Clinical  psychologists :  Studies  to  determine  whether 
the  services  of  such  personnel  may  be  made  more  gen- 
erally available  to  individuals  eligible  for  medicare 
and  medicaid. 


Reference  (sec.) 
222(a). 

222(b)(1)  to 
402(a)(1)(A), 


222(b)(1)  to 
402(a)(1)(B). 


222(b)(1)  to 
402(a)(1)(C). 

222(b) (1)  to 
402(a)(1)(D). 

222(b) (1)  to 
402(a)(1)(E). 

222(b)(1)  to 
402(.a)(l)(F). 

222(b)(1)  to 
402(a)(1)(G). 


222(b) (1)  to 
402(a)(1)(H) 

222(b)(1)  to 
402(a)(1)(H) 


♦Projects  are  conducted  by  OPUB  to  assist  in  meeting  the  information  needs  of  the 
Medical  Services  Administration  which  administers  Title  XIX.  An  OPRE  staff  member  nor- 
mally serves  as  Project  OflBcer  with  program  policy  and  management  guidance  provided  by 
an  Medical  Sprvices  Administration  Program  Consultant. 

^Section  222t(b)(l)  amends  section  402(a)of  the  social  security  amendments  of  1967. 
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Mr.  Vander  Veen.  I  thank  you  very  much.  Madam  Secretary,  for 
your  agreeing  to  be  here  and  to  answer  our  invitation  so  graciously. 

I  appreciate  vour  statement,  which  I  think  was  an  excellent  one. 

May  I  ask  you,  however,  just  before  we  turn  to  the  gentlemen  you 
mentioned,  why  there  has  been  no  formal  legal  delegation  to  this 
point,  within  my  knowledge,  of  responsibility  for  section  222  and 
section  402  experiments  ? 

Mrs.  Lynch.  Mr.  Chairman,  I  would  like  Dr.  Cooper  to  answer  that 
question. 

Mr.  Vander  Veen.  That  is  fine. 

Dr.  Cooper.  Mr.  Vander  Veen,  both  Mr.  Cardwell  and  myself  could 
respond  to  that.  I  think  that  there  were  understandings  of  where  the 
expertise  within  the  Department  lay. 

As  I  understand  the  history  of  the  implementation  of  that  activity, 
there  were  memoranda  that  were  exchanged  between  agencies  and 
between  the  Secretary's  Office  and  the  agencies  about  how  this  would 

go- 

I  think  that  

Mr.  Vander  Veen.  If  I  can  ask  your  pardon  for  interrupting  you, 
it  seems  appropriate  for  me  to  call  to  your  attention  a  memo  from 
you  to  Mr.  Cardwell  in  March  of  1976  in  which  you  said. 

We  need  to  clarify  our  lines  of  responsibility  for  this  important  area  of  re- 
search and  to  resolve  the  delegation  question  before  the  oversight  hearings  on 
this  subject. 

Dr.  Cooper.  Yes:  I  wrote  Mr.  Cardwell  this  m^emorandum  after  we 
had  received  the  inquiries  and  there  had  been  some  difference  of 
opinion  as  to  what  was  needed  in  the  response. 

I  wish  to  point  out  that  this  is  not  the  same  as  saying  that  there 
was  a  difficulty  in  executing  the  research  that  was  going  on. 

Mr.  Vander  Veen.  But  you  in  March  

Dr.  Cooper.  In  March  I  asked  the  Commissioner — and,  of  course, 
the  Commissioner  responded  to  me,  as  I  am  sure  you  also  are  aware — 
as  to  his  interpretation  of  how  the  activity  lay.  He  indicated  to  you 
that  he  had  a  package  which  is  being  prepared  for  submission  to  the 
Secretary  to  clarify  on  the  delegation. 

Mr.  Vander  Veen.  I  am  aware  of  some  150  pages  of  material  that 
was  submitted. 

May  I  ask  you  very  simply :  Has  there  been  a  formal  legal  delega- 
tion of  responsibility  for  section  222  and  section  402? 
Dr.  Cooper.  No. 
Mr.  Vander  Veen.  Why  not  ? 

Dr.  Cooper.  I  can't  respond  to  that  question,  Mr.  Vander  Veen.  It  is 
not  within  my  jurisdiction  to  answer  that. 

Mr.  Vander  Veen.  Why,  in  your  opinion,  if  you  don't  mind  say- 
ing so? 

Dr.  Cooper.  My  own  opinion  is  that  the  research  work  was  under- 
way, and  the  need  for  administrative  clarification  was  not  addressed 
until  the  questions  were  asked  by  your  letters. 

Mrs.  Lynch.  IMr.  Chairman,  may  I  interrupt  you  ? 

Mr.  Vander  Veen.  Yes.  Certainly. 

Mrs.  Lynch.  It  is  at  this  particular  point  that  I  came  into  this 
situation  because  of  this  issue  that  was  being  raised. 

What  I  was  trying  to  point  out  in  my  testimony  to  you  is  that  I 
feel  there  is  cooperation  between  the  Social  Security  Administration, 
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the  Public  Health  Service,  and  the  Social  and  Kehabilitation  Service 

We  have  had  several  meetings  just  recently.  I  thmk  it  is  an  issue  that 

will  be  resolved  very  shortly. 

Mr.  VaxderVeex.  All  right.  .       -.^i     i  i  4.- 

Mrs  Lyxch.  You  are  correct  that  we  have  not  issued  the  delegation, 

but  I  truly  believe  that  all  three  of  these  agencies  have  been  working 

Mr!^VAXDER  Veex.  There  is  no  question,  is  there,  in  your  mind 
about  the  necessity  for  reaching  a  determination  ? 

Mrs.  Lynch.  I  think  we  have  to  reach  a  determination  one  way  or 
another.  However,  at  this  particular  time  I  am  convinced  that  they  are 
doingthe  job  they  should  be  doing.  ^    ,    ^  ^ 

Mr.  Vaxder  Veex.  I  think  I  understand  the  thrust  of  what  you 
were  saying  and  what,  I  repeat,  was  an  excellent  statement. 

I  do  see,  I  think,  the  merit  of  give  and  take,  as  you  put  it,  and 
thrashing  out  the  best  way  to  do  these  things. 

On  the  other  hand,  we  have  heard  testimony  here  today  and  at  other 
liearings  of  this  Oversio-ht  Subcommittee  of  cost  saving  projects  which 
have  not  gone  forward  for,  partly  at  least,  the  fact  that  there  doesn't 
seem  to  be  any  proper  or  any  particular  place  or  any  given  place  or 
any  legal  place  for  people  to  seek  redress  or  to  address  their  problems. 

Wouldn't  you  agree  ? 

Mrs.  Lyxch.  I  have  advised  both  Mr.  Cardwell  and  Dr.  Cooper  that 
I  will  expect  that  those  issues  will  be  brought  to  my  office  and,  if 
necessary,  they  will  be  brought  to  the  Secretary's  office. 

I  personally  intend  to  play  a  much  more  active  role  in  this  area 
than  I  have  in  the  past. 

Mr.  Yaxder  Veex.  Tliat  is  very  pleasing  to  hear.  I  appreciate  that 
very  much.  Eeally,  I  think  that  is  what  this  subcommittee  was  hoping 
to  hear.  We  are  very  pleased  that  you  have  this  attitude.  We  are  look- 
ing forward  very  much,  as  I  am  sure  you  are,  to  a  resolution  of  what 
everybody  seems  to  agree  is  a  serious  problem. 

I  thank  you  ver^^  much  for  your  statement. 

Mrs.  Lyxch.  Thank  you,  Mr.  Chairman.  ^ 

]Mr.  Vaxder  Veex.  Dr.  Cooper,  do  you  wish  to  add  to  the  statements 
or  to  make  a  statement  ? 

Dr.  Cooper.  I  have  a  25-page  written  statement,  Mr.  Chairman. 

Mr.  Vaxder  Veex.  I  really  didn't  mean  a  25-page  statement. 

Dr.  Cooper.  I  can  submit  it  for  the  record  in  some  detail,  if  that 
is  acceptable  to  you. 

[The  prepared  statement  follows :] 

Statement  of  Theodore  Coopeb,  M.D.,  Assistant  Secretaey  for  Health 

Mr.  Chairman  and  members  of  tlie  committee,  Section  222  of  the  Social  Se- 
curity Amendments  of  1972  authorizes  research,  demonstrations,  and  experi- 
mentation designed  to  test  the  cost-effectiveness  and  appropriateness  of  a  num- 
ber of  changes  in  our  methods  of  reimbursing  for  health  services  currently 
covered  under  Titles  XVIII,  XIX,  and  V,  as  well  as  the  cost-effectiveness  of 
alternative  services  which  have  been  proposed  for  coverage  under  federally- 
supported  health  financing  programs.  The  Department  has  made  several  reports 
to  the  Congress  describing  research  activities  and  preliminary  findings  of  its 
research  supported  under  the  Section  222  authority. 

As  the  Under  Secretary  described,  many  organizational  components  of  the 
Department  engage  in  research  relevant  to  the  authorities  of  Section  222.  Before 
proceeding  to  a  discussion  of  the  particular  research  activities  which  the  De- 
partment has  undertaken,  I  would  like  to  discuss  briefly  some  of  our  general 
perceptions  about  this  kind  of  research. 
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In  1972,  when  Section  222  was  enacted,  a  number  of  changes  were  made  in 
the  Medicare  program  and  in  its  coverage  and  reimbursement  methods  (including 
coverage  of  renal  disease  treatment,  Section  223  for  limiting  hospital  reimburse- 
ment based  on  classifications  of  hospitals.  Section  224  for  limiting  physician 
reimbursement  based  on  an  economic  index,  and  Professional  Standards  Review 
Organizations — to  mention  just  four  such  major  changes).  Some  very  important 
studies  were  later  mandated,  including  the  studies  of  the  reimbursement  of  teach- 
ing hospitals  and  of  physician  reimbursement  in  order  to  judge  the  desirability 
of  Section  227. 

The  substantive  areas  of  Section  222 — prospective  and  incentive  reimburse- 
ment, day  care,  day  hospitalization,  and  homemaker  services  as  alternatives  to 
institutional  care,  ambulatory  surgery,  as  well  as  the  reimbursement  for  clinical 
psychologist  services  or  physician  extender  services — are  very  complex  issues 
about  which  the  Congress  wanted  additional  information  on  which  to  base  a 
decision  on  possible  Medicare  coverage.  The  study  of  each  of  these  areas  requires 
awareness  of  the  total  system  context,  while  the  system  is  constantly  evolving. 
The  economy,  and  particularly  the  health  care  economy,  has  been  one  of  the 
most  rapidly  changing  aspects  of  the  total  system  context  during  the  past  four 
years,  especially  with  the  impact  of  the  introduction  and  subsequent  phase-out 
of  the  Economic  Stabilization  Program  of  the  Cost-of-Living  Council.  In  short, 
the  system  will  not  stay  still  long  enough  to  be  studied  carefully.  Many  of  the 
fundamental  assumptions  on  v/hich  the  concepts  of  incentive  and  prospective 
reimbursement  were  based  became  untestable  during  the  course  of  our  early 
studies  as  a  consequence  of  changes  in  the  economy. 

Another  general  problem  which  has  become  apparent  in  the  course  of  our 
Section  222  activities  is  the  enormous  difficulty  of  setting  up  experimental  re- 
imbursement systems  or  experimental  service  delivery  systems  so  that  they  can 
then  be  evaluated.  In  attempting  to  set  up  experimental  systems  we  have  en- 
countered a  series  of  problems.  Some  of  these  experiments  require  the  develoi)- 
ment  of  new  methodologies ;  some  require  the  development  of  special  new  re- 
imbursement systems  or  arrangements ;  some  require  special  cooperation  and 
changes  in  the  traditional  practices  of  providers  and  the  behavior  of  patients  ; 
some  require  changes  in  Federal,  State,  and  local  intergovernmental  relations ; 
some  require  all  these  changes.  The  evaluation  of  the  cost-effectiveness  of  these 
experiments  is  another  overall  problem  area.  Part  of  the  problem  is  one  of 
methodology  ;  there  is  no  one  generally  accepted  research  method  for  determining 
the  cost-effectiveness  of  health  care  services.  Costs  are  difficult  enough  to  measure ; 
effectiveness  is  even  more  difficult,  involving  as  it  must  assessments  of  outcome 
and  the  societal  value  placed  on  achieving  that  outcome. 

It  was  perhaps  overly  optimistic  for  anyone  to  assume  that  system  changes  of 
this  magnitude  could  be  accomplished  in  many  substantive  areas  in  just  a  fev/ 
years.  A  wise  person  recently  remarked  that  if  people  think  we  do  not  have  a 
health  care  system,  just  let  them  try  to  change  it. 

I  hope  my  remarks  will  not  be  taken  as  excessively  negative,  because  I  believe 
that  we  have  learned  a  number  of  important  things.  It  is  often  the  case  in  health 
services  research  that  we  learn  how  not  to  do  things,  but  that  in  itself  is  a  very 
important  thing  to  know.  It  is  also  true  that  we  often  learn  how  to  design  better 
research  approaches  as  well  as  learning  other  information  about  the  functioning 
of  the  health  care  system  beyond  those  aspects  being  specifically  studied. 

My  last  general  point  is  that  we  see  Section  222,  as  well  as  our  other  relevant 
research  authorities,  as  a  learning  mechanism.  Research  is  never  policy-determin- 
ing; at  best,  it  is  policy-informing,  and,  at  worst,  it  is  irrelevant.  These  research 
activities  have  provided  important  policy  information,  and  now  have  the  promise 
of  providing  us  much  more  in  the  next  few  years  to  inform  national  policy 
development  on  the  pace  and  structure  of  future  national  health  insurance. 

Research  and  Experimentation  Under  the  Authority  of  Section  222 

of  P.L.  92-603 

LONG-TERM  CARE  ALTERNATIVES  TO  INSTITUTIONALIZATION 

Day  Care  and  Homemaker  Services 

In  response  to  the  legislative  enactment  of  Section  222,  a  DHEW  coordinating 
group  was  convened  in  1973,  representing  SSA,  SRS,  HRA,  ADAMHA,  Office  of 
Nursing  Home  Affairs  and  staff  of  the  National  Center  for  Health  Services  Re- 
search. This  coordinating  group  reviewed  the  state  of  the  field  in  long  term  care, 
and  developed  staff  papers  relative  to  studies  completed,  as  well  as  possible 
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opportunities  for  demonstrations  and  exi)eriments  and  potential  research  designs. 
In  specific  response  to  the  legislation,  attention  was  directed  to  intermediate  care 
facilities,  homemaker  and  day  care  services.  The  NCHSR  initiated  a  state-of- 
the-art  study  of  adult  day  care  centers  which  attempted  to  provide  a  background 
analysis  on  staflBng  patterns,  cost  experiences  and  definition  of  services. 

By  the  spring  of  1974  a  contract  Request  for  Proposal  (RFP)  had  been 
published  and  contract  proposals  were  received  from  a  variety  of  agencies  in 
response  to  requests  for  these  proposals.  NCHSR,  therefore,  selected  from  among 
23  proposals,  six  that  appeared  to  be  responsive  to  the  priorities  of  the  legislation 
and  the  proposed  research  and  exi>erimental  design.  A  grant  application  that 
had  been  in  process  and  development  since  1972  was  also  awarded  to  develop 
an  experiment  in  day  hospital  care  for  rehabilitation.  A  contract  for  one  overall 
evaluation  of  the  experiments  was  also  awarded.  No  acceptable  responses  were 
received  to  permit  inclusion  of  intermedite  care  facilities  in  these  experimental 
evaluations. 

Results 

The  Day  Care  Study. — The  primary  objective  of  the  adult  day  care  study  was 
intended  to  produce  baseline  information  that  would  contribute  to  the  develop- 
ment of  the  adult  day  care  experiments  under  Section  222.  The  objective  was  to 
determine  whether  or  not  alternative  models  of  adult  day  care  could  be  postu- 
lated from  existing  experience  in  the  field.  A  representative  sample  of  adult  day 
care  centers,  established  to  meet  health  maintenance,  social  needs  and  rehabilita- 
tion therapy  was  selected  for  study. 

Findings  from  the  study  indicated  that  two  distinct  models  of  day  care  had 
emerged.  These  were  differentiated  significantly  by  services  provided,  staffing 
patterns,  participant  characteristics  and  operating  costs.  The  first  model  is 
characterized  by  relatively  heavy  emphasis  on  health  services,  utilizing  a  high 
ratio  of  registered  nurses  and  professional  therapists.  Most  of  the  patients  have 
suffered  serious  illness,  need  rehabilitative  care  and  are  dependent  for  assistance 
with  three  or  more  essential  activities  of  daily  living,  including  the  use  of  wheel- 
chairs. The  second  model  emphasizes  daytime  supervision  for  generally  less  im- 
paired patients.  Staffing  patterns  show  a  small  proportion  of  professional  nurses 
and  therapists  with  more  aides  than  in  the  first  model.  The  cost  range  showed 
the  range  from  between  $20  to  $60  for  the  high  intensity  medical  care  model 
and  an  average  daily  range  of  costs  of  between  $11  and  $25  for  the  less  intensive 
model. 

Homemaker  and  Day  Care  Dcfnonstration  Experiments 

We  have  submitted  extensive  information  on  these  projects  to  the  Committee. 
These  experiments  were  developed  to  test  alternative  models  of  delivery  of  long 
term  care  services,  attempting  to  test  and  demonstrate  whether  or  not  ambula- 
tory modes  of  care  could  be  as  effective  and  less  costly  than  more  traditional 
institutional  modes  of  delivery.  Six  demonstration  sites  were  selected  as  follows: 
San  Francisco — combination  day  care  and  homemaker  ;  Lexington — combination 
day  care  and  homemaker;  White  Plains,  N.Y. — day  care  only;  Syracuse,  N.Y. — 
day  care  only ;  Los  Angeles,  Calif. — homemaker ;  and  Providence,  R.I. — 
homemaker. 

The  major  objectives  of  the  demonstration  studies  and  the  evaluation  of  these 
is  to  test  the  impact  of  expanding  benefits  to  be  covered  under  Medicare  pro- 
grams to  include  day  care  and  homemaker  benefits,  and  to  see  whether  these 
new  benefits  have  an  impact  on  either  the  client's  health  and  functional  status 
or  total  cost  of  providing  these  or  traditional  services.  Specifically,  the  evaluation 
will  provide  (1)  a  description  of  the  demonstration  programs;  (2)  an  analysis 
of  provider  services  and  costs;  (3)  an  analysis  of  patient  health  services  utiliza- 
tion and  expenditure;  and  (4)  any  analysis  of  patient  health  outcomes.  Patients 
in  the  demonstration  experiments  will  be  divided  into  two  study  populations  (1) 
an  expanded  benefit  group  will  be  eligible  for  day  care  and/or  health  benefits 
for  one  year  after  eligibility  is  determined;  and  (2)  the  other  group  agreeing 
to  participate  will  receive  only  currently  covered  benefits. 

An  analysis  of  costs,  utilization  and  health  outcome  will  make  comparisons 
between  expanded  benefit  groups  and  the  traditional  benefits  group. 

Approximately  1600  clients  are  participating  in  the  experiments.  Actual  patient 
services  started  in  May  of  1975.  The  period  between  initial  contract  awards,  June 
1974  and  May  1975,  was  spent  in  clarifying  the  research  design  and  protocols, 
training  staff  at  each  of  the  demonstration  sites  in  the  use  of  these  instruments, 
cost  analysis  and  reimbursement  methods,  and  developing  client  referral  patterns 
within  the  community. 
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Findings  to  date  suggest  that  the  expansion  of  community  day  care  services 
is  often  hampered  in  the  early  developmental  stages  by  low  rates  of  referral  and 
utilization.  Our  time,  as  traditional  provides  and  other  referral  sources 
become  more  familiar  with  these  services,  the  rate  of  utilization  and  referrals 
increases.  Preliminary  data  on  utilization  of  clients  receiving  expanded  benefits 
in  these  demonstrations  show  that  most  day  care  and  homemaker  clients 
use  the  services  between  two  and  three  times  a  week.  The  benefits  are  available 
for  the  day  eare  and  homemaker  clients  up  to  one  year  after  eligibility  is 
determined ;  thus,  the  benefit  period  for  some  clients  expired  effective  May  1, 
1976,  and  it  is  still  too  early  to  determine  how  many  and  what  kind  of  clients 
require  services  beyond  the  one  year  period  of  the  experiment. 

Other  findings  from  the  demonstrations  indicate  major  technical  diflSculties 
in  implementing  a  uniform  protocol  at  disparate  sites  where  there  has  been  a 
strong  service  orientation  rather  than  a  research  tradition.  Staff  of  NCHSR, 
complemented  by  staff  of  a  centralized  evaluation  contractor  and  staff  of  SSA 
have  worked  extensively  with  each  of  the  projects  to  try  to  maintain  data  and 
research  protocol  integrity.  Early  indications  show  that  participating  providers 
and  clients  receiving  the  expanded  benefits  are  generally  pleased  with  these  new 
benefits.  The  results  of  these  six  projects  can  be  expected  primarily  to  answer 
questions  of  cost  and  benefits  related  to  specific  cases  using  homemaker  and 
day  care  services.  It  will  not  be  possible  from  this  limited  series  of  demonstra- 
tions with  one  year  of  eligibility  to  answer  broader  questions  concerning  day  care 
and  homemaker  services. 

COORDINATED  DELIVERY  OF  COMPREHENSIVE   SERVICES  TO  THE  ELDERLY 

Project  Triage,  cooperatively  funded  by  the  State  of  Connecticut  and  the 
DHEW,  has  also  been  described  to  the  Committee  in  several  prior  reports. 
Project  Triage  provides  for  a  single-entry  system  involving  the  assessment  of 
client  needs,  and  the  coordination  and  development  of  services  to  the  elderly  in 
a  7-town  region  of  Central  Connecticut.  This  experimental  service  model  is  now 
fully  operational  with  trust  fund  reimbursement  for  comprehensive  health  and 
social  services  in  keeping  with  a  plan  of  care  developed  by  nurse-clinicians  based 
on  a  health  and  functioning  status  assessment  of  the  client.  Referrals  are  ac- 
cepted from  any  source,  including  families,  friends  or  self-referral,  as  well  as 
from  traditional  providers;  over  1000  i>ersons  have  been  referred  to  Project 
Triage  since  March  1974.  Where  needed  services  do  not  exist.  Triage  Inc.  works 
to  develop  such  services  in  the  7-town  region.  The  evaluation  of  the  cost-effective- 
ness of  Project  Triage  is  being  conducted  by  the  University  of  Connecticut  in 
accordance  with  a  research  protocol  approved  in  March  1976  which  has  been 
under  refinement  for  the  past  year.  The  evaluation  project,  which  is  supported 
by  the  NCHSR,  will  compare  services  prescribed,  services  received,  and  changes 
in  functioning  status  over  time ;  cost-effectiveness  will  be  judged  on  the  basis  of 
the  relation  between  costs  of  services  and  improvement  or  slowed  deterioration 
in  functioning  compared  to  persons  in  two  other  groups  who  have  access  to  tradi- 
tional services  and  traditional  reimbursement. 

Of  particular  policy  interest  in  this  project,  is  the  concept  of  the  single-entry 
service  coordination  mechanism  whose  cost-effectiveness  can  be  evaluated  sepa- 
rately from  the  evaluation  of  the  total  experiment.  This  is  also  the  most  com- 
prehensive of  our  benefit-package  experiments,  and  has  provided  valuable  experi- 
ence in  learning  and  overcoming  difficulties  of  such  experimentation  at  the  com- 
munity, State,  and  Federal  levels.  The  Division  of  Direct  Reimbursement,  SSA, 
has  served  as  the  fiscal  intermediary  on  this  project  as  well  as  on  the  homemaker 
and  day-care  and  migrant  projects,  and  the  experimental  reimbursement  exper- 
tise which  they  have  developed  in  this  role  has  proved  invaluable  to  the  Depart- 
ment's implementation  of  these  benefit-package  experiments. 

Future  Plans 

To  expand  our  research  knowledge  concerning  the  full  range  of  long-term  care 
alternatives,  the  National  Center  for  Health  Services  Research  has  recently 
announced  a  $1  million  research  solicitation  in  long-term  care ;  applications  are 
to  be  received  by  July  1  for  funding  in  FY  1977,  Future  planning  for  other  Sec- 
tion 222  activities  will  be  dependent  on  the  budget  level  of  the  NCHSR  as  well  as 
the  other  relevant  research-supporting  agencies  of  the  PHS.  These  benefit 
package  experiments  are  very  expensive  in  terms  of  research  funds  and  in  staff 
resources  needed  to  oversee  implementation  and  evaluation.  Therefore,  to  pro- 
vide a  sound  basis  for  future  planning,  it  is  important  to  complete  the  projects 
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underway  and  assure  a  detailed  assessment  on  both  the  methodology  and  the 
findings.  In  1977,  assessments  of  these  projects  will  provide  the  basis  for  plan- 
ning additional  research  and  policy  recommendations  concerning  these  alterna- 
tives to  long-term  care  institutionalization. 

RESEABCH,    DEMONSTRATION,   AND   EXPERIMENTAL  ACTIVITIES  RELEVANT  TO  SECTION 

222  AUTHORITIES 

Title  V — Maternal  and  Child  Health  and  Crippled  Children's  Services  Research 
Grants  Program — Bureau  of  Community  Health  Services  (HSA) 

The  program  of  grants  for  research  relating  to  maternal  and  child  health  and 
crippled  children's  services  was  authorized  by  the  88th  Congress  under  the  Title 
V  Maternal  and  Child  Health  and  Menial  Retardation  Planning  Amendments 
of  1963.  This  authority  was  provided  to  help  improve  the  operation,  functioning, 
general  usefulness,  and  effectiveness  of  maternal  and  child  health  services  and 
crippled  children's  services  by  providing  financial  support  for  scientific  studies 
that  may  contribute  to  the  advancement  of  health  services  for  mothers  and 
children.  Special  emphasis  is  accorded  to  projects  which  will  help  in  studying 
needs,  feasibility,  costs,  and  effectiveness  of  comprehensive  health  care  programs 
in  which  maximum  use  is  made  of  health  x)ersonnel  with  varying  levels  of  train- 
ing; another  priority  is  the  study  of  methods  of  training  for  such  programs. 
Grants  may  be  made  to  public  or  other  nonprofit  institutions  of  higher  learning, 
and  to  public  or  other  nonprofit  agencies  and  organizations  engaged  in  research  or 
in  maternal  and  child  health  or  crippled  children's  programs.  Fifty-eight  projects 
were  funded  in  Fiscal  Year  1975  with  an  obligation  of  $5,873,660.  $5.3  million  is 
available  for  support  of  research  projects  in  Fiscal  Year  1976. 

Several  current  projects  funded  under  the  authority  of  Title  V  have  special 
applicability  to  those  areas  of  research  specified  in  Section  222.  I  would  like 
briefly  to  highlight  some  of  these  Title  V  projects.  Five  projects  are  investigating 
the  effective  utilization  of  nonphysician  care  providers  in  maternal  and  child 
health  services.  One  study  in  primary  child  health  services  contrasts  two  care 
systems  in  their  base  of  operation  (hospital  vs.  neighborhood  clinic),  in  emphasis 
("problem  resolution  vs.  prevention),  and  in  principal  technologies  applied  (physi- 
cian vs.  nurse  clinician,  paramedical  and  subprofessional) .  Another  study  is 
evaluating  a  home  intervention  program  which  has  been  set  up  to  foster  develop- 
mental proce.sses  in  high-risk  prematures.  Another  study  evaluates  genetic 
counseling  given  by  physicians  and  paramedical  personnel.  Two  other  studies 
focus  on  services  provided  to  adolescents  by  nonphysician  providers. 

Three  projects  are  investigating  the  needs  and  cost  of  various  levels  of  care  in 
child  health  services.  By  the  use  of  programmed  learning  and  a  consultative 
service,  one  study  in  regionalization  of  neonatal  care  is  demonstrating  the  ability 
to  increase  the  effectiveness  of  neonatal  care  in  the  community  hospital  setting. 
A  .second  study  is  looking  at  levels  of  required  care  and  demands  on  resources. 
The  third  study  is  looking  at  the  effectiveness  of  alternate  types  of  day  care  for 
children  under  three  years  of  age. 

Seven  projects  are  investigating  the  efficacy  of  preventive  measures  and 
training  of  health  personnel  in  order  to  improve  services  and  decrease  costs. 
Areas  of  study  include  alternate  methods  of  preventive  dental  health  measures 
in  an  elementary  school  setting :  testing  developmental  assessment  procedures 
and  investigating  the  relationship  between  early  health  screening  and  health 
outcomes ;  development  of  programmed  instruction  in  child  growth  and  develop- 
ment for  professional  and  auxiliary  health  personnel ;  development  of  a  meth- 
odology to  evaluate  the  performance  of  pediatric  residents  in  delivering  ambula- 
tory health  care  including  estimates  of  cost  for  an  established  audit  program ; 
development  of  a  battery  of  tests  with  which  to  identify  parents  who  have  poten- 
tial for  abuse  and/neglect  of  infants  and  children  ;  adolescent  health  care ;  and 
development  of  a  predictive  model  of  performance  of  health  care  delivery 
facilities. 

NATIONAL  CENTER  FOR  HEALTH  SERVICES  RESEARCH  (HRA) 

7.  Other  Health  Financing  Research 

Expanding  our  capacity  to  predict  and  to  evaluate  the  possible  outcomes  of 
various  national  health  policies  is  a  priority  concern  of  the  National  Center  for 
Health  Services  Research.  The  research  supported  by  the  National  Center  which 
has  addressed  the  policy  questions  related  to  insurance  and  health  care  financing 
has  necessarily  engaged  a  wide  range  of  interrelated  empirical  issues.  The  stud- 
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ies  directly  related  to  the  research  authorized  by  Section  222  of  the  Social  Se- 
curity Amendments  of  1972  involve  analysis  of  the  relative  cost-effectiveness  of 
alternative  insurance  benefit  packages.  The  National  Center  is  also  supporting  a 
number  of  studies  that  examine  the  implications  and  potential  consequences  of 
insuring  against  catastrophic  health  occurrences.  The  National  Center,  in  addi- 
tion, continues  to  support  research  that  explores  the  structural  relationships 
that  may  influence  and  alter  the  impact  of  insurance  on  the  cost  and  distribution 
of  health  services.  An  understanding  of  these  underlying  factors  is  essential  to 
analysis  of  the  possible  outcomes  of  different  financing  arrangements  in  order 
to  inform  policy  development. 

What  might  be  called  "the  demand  response  to  health  insurance"  is  an  issue  of 
major  importance  in  the  examination  of  these  structural  relationships.  Several 
of  the  studies  funded  by  the  National  Center  have  addressed  the  factors,  both 
financial  and  non-financial,  which  among  different  segments  of  the  population 
are  likely  to  differentially  affect  the  consumption  of  and  the  ability  to  pay  for 
various  health  services.  Assessment  of  the  impact  of  a  reduction  in  money  prices 
on  the  demand  for  selected  services,  the  role  of  coinsurance  and  deductibles  in 
moderating  the  demand  for  services,  and  the  effect  of  waiting  and  travel  time 
on  the  demand  for  ambulatory  care  are  issues  of  particular  concern.  Several 
NCHSR  contractors  are  also  examining  the  effects  of  adverse  national  economic 
conditions  (and  reduced  ability  to  pay)  on  the  use  of  public  vs.  voluntary  facili- 
ties, health  status,  state  and  local  health  financing,  use  of  emergency  and  out- 
patient facilities,  and  loss  of  insurance  coverage.  Distributive  aspects  of  health 
care  financing  have  been  examined  in  the  context  of  Federal  tax  policy  and  de- 
ductions for  private  contributions  to  health  insurance.  Finally,  as  a  result  of  a 
major  health  expenditure  sun'^ey  that  it  is  currently  sponsoring,  the  National 
Center  will  soon  have  the  capacity  to  extensively  simulate  the  impact,  in  terms 
of  both  cost  and  equity,  of  various  health  care  financing  options. 

A  second  set  of  structural  issues  that  have  been  examined  with  the  support  of 
the  National  Center  can  be  categorized  as  "the  supply  response  to  health  insur- 
ance." These  studies  are  concerned  with  the  impact  of  financing  on  provider  pro- 
duction and  pricing  decisions,  and  the  relationship  between  these  decisions  and 
accelerated  inflation  in  the  health  service  industry.  A  major  focus  has  been  the 
potential  response  of  providers  to  implementation  of  national  health  insurance, 
particularly  in  regard  to  the  question  of  whether  or  not  the  supply  of  ambulatory 
care  services  will  respond  adequately  to  increased  demand.  Other  studies  ad- 
dress the  factors  underlying  variations  and  changes  in  service  intensity  in  hos- 
pitals, changes  in  treatment  costs  of  selected  illnesses,  and  the  role  of  technology 
in  the  generation  of  a  more  sophisticated  and  expensive  hospital  product.  The 
National  Center  also  continues  to  examine  the  effects  of  alternative  physician  and 
patient  payment  mechanisms  on  prices  charged  to  consumers,  on  the  cost  and 
supply  of  physician  services,  and  on  physician  productivity.  Other  Center  studies 
have  assessed  physician  manpov^'er  requirements  under  alternative  health  insur- 
ance provisions. 

Various  health  insurance  proposals  have  included  regulatory  programs  de- 
signed to  control  the  inflation  of  health  care  prices  and  costs.  The  National 
Center  has  supported  research  to  evaluate  the  effectiveness  of  such  programs. 
These  studies  have  examined  the  impact  of  the  Economic  Stabilization  Program 
and  certificate-of-need  legislation  on  the  structure  and  organization  of  health 
services  delivery,  as  well  as  their  effect  on  health  care  prices. 

2.  Health  Manpower 

The  health  care  industry  is  one  of  the  most  labor-intensive  industries  in  the 
American  economy.  Health  care  costs  and  access  are  likely  to  be  profoundly 
affected  by  the  occupational  and  geographical  distribution  of  the  health  labor 
force,  by  the  efiiciency  with  which  personnel  are  trained  and  utilized,  and  by 
factors  determining  health  industry  wages.  Research  focused  on  the  health  labor 
force  is  consequently  an  important  element  in  the  search  for  solutions  to  na- 
tional health  care  problems. 

To  date,  most  of  the  studies  of  health  manpower  supported  by  the  National 
Center  have  examined  the  feasibility  and  advisability  of  finding  less  costly 
labor  and  technological  substitutes  for  scarce  and  expensive  manpower,  especially 
for  physicians.  The  labor  substitution  studies  supported  by  the  National  Center 
have  focused  almost  entirely  on  the  problem  of  relieving  the  physician  of  routine 
clinical  tasks  that  provide  the  information  for  therapeutic  decisions.  On  the 
basis  of  these  studies  it  would  appear  that  physician  substitutes  may  be  espe- 
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eially  effective  in  providing  primary  care— care  whose  content  is  characterized 
by  the  taking  of  a  history,  execution  of  routine  and  relatively  simple  laboratory 
tests,  treatment  with  simple  technology  and  referral  for  obviously  complicated 
problems.  The  physician  extender  approach  seems  particularly  well  adapted  to 
delivering  services  of  this  nature.  The  evaluation  of  the  physician  substitute  has 
not  been  completed;  the  National  Center  intends  to  examine  more  closely  the 
nonphysician  labor  market,  where  the  cost  and  availability  of  health  services 
may  be  significantly  affected  by  mobility  patterns,  employment  practices,  and 
the  growth  of  collective  bargaining.  Studies  and  findings  iilustrative  of  the  re- 
search which  has  been  undertaken  are  summarized  below. 

An  essential  prerequisite  to  the  acceptance  of  physician  substitutes  is  evidence 
that  their  use  will  not  adversely  affect  the  quality  of  care.  The  diagnostic  skills 
of  interns  in  the  Child  Health  Associate  Program  at  the  University  of  Colorado 
were  studied  by  comparing  their  diagnoses  for  a  variety  of  ambulatory  pediatric 
patients  to  the  diagnoses  of  practicing  pediatricians.  It  was  found  that  the 
I>hysician  substitutes  and  the  pediatricians  made  similar  diagnoses  in  131  out  of 
143  cases  (91.6%).  Seventy-one  percent  of  the  patients  interviewed  in  a  Dart- 
mouth Medex  program  survey  reported  that  the  quality  of  care  as  they  per- 
ceived it  had  improved  after  the  Medex,  a  former  medical  corpsman  who  has 
received  three  months  of  intensive  classroom  training  followed  by  a  nine  mouth 
internship,  joined  their  physician's  practice.  Physician  perceptions  of  the  care 
provided  by  physician  substitutes  seem  to  be  equally  favorable.  Fifty  percent 
of  the  physician  preceptors  surveyed  by  the  Utah  Medex  Program  maintained 
that  the  quality  of  services  provided  in  their  practices  had  improved  after  em- 
ployment of  the  Medex. 

If  greater  physician  productivity  results  from  employment  of  physician  substi- 
tutes, then  the  use  of  physician  substitutes  should  increase  the  available  supply 
of  services  and  make  health  care  more  accessible  in  areas  where  such  services  are 
scarce.  In  the  Medex  practices  that  were  the  subject  of  one  research  study,  the 
average  number  of  patient  visits  per  day  increased  by  approximately  12% 
by  the  end  of  the  first  year  of  employing  a  physician  substitute.  By  the  second 
year,  the  average  daily  patient  load  had  increased  by  37%.  A  Utah  survey  has 
sho\\ni  that  the  use  of  a  physician  assistant  also  seems  to  change  the  nature  of 
visits  to  the  physician.  Sixty-nine  percent  of  the  physicians  reported  that  they 
were  able  to  spend  more  time  with  each  patient,  especially  patients  with  serious 
medical  problems. 

The  National  Center  has  also  supported  research  to  examine  the  financial 
consequences  of  substituting  lower  salaried  workers  for  the  physician.  According 
to  one  such  study,  the  provider  cost  per  patient  visit  for  patients  seen  by  a  Child 
Health  Associate  at  an  inner  city  neighborhood  health  center  was  $3.92  during 
the  first  year  of  employment,  compared  to  $6.75  for  the  full  time  pediatricians' 
services.  The  difference  in  cost  could  not  be  explained  by  differences  in  the  type 
of  patients  seen  by  the  substitute.  Another  research  project  conducted  by  the 
Dartmouth  Medex  program  showed  that  in  ten  of  the  twelve  practices  under 
<»l)servation  the  physician  derived  a  substantial  estimated  profit  by  employing  a 
physician  a.ssistant.  Two  investigations  undertaken  at  the  University  of  Wash- 
ington which  examined  actual  (rather  than  estimated)  profitability  did  not  sub- 
stantiate this  finding.  The  National  Center  is  now  supporting  several  other 
studies  that  should  provide  more  definitive  information  about  the  cost-effective- 
ness of  physician  substitutes. 

Another  broad  area  of  research  supported  by  the  National  Center  is  aimed 
at  facilitating  the  delegation  of  tasks  to  physician  assistants.  Clinical  protocols 
have  been  developed  which  describe  the  appropriate  steps  to  be  taken  in  the 
management  of  specific  patient  complaints.  One  study  demonstrated  that  indi- 
viduals with  high  school  degrees  and  only  four  weeks  of  formal  training  could 
use  these  protocols  to  effectively  monitor  and  treat  patients  with  diabetes  and 
hypertension.  This  approach  led  to  a  20%  saving  in  physician  time,  and  greater 
thoroughness  in  the  collection  of  clinical  data.  A  different  approach  to  non- 
physician  support  systems  has  been  to  explore  the  use  of  telecommunications 
equipment  to  link  physician  extenders  with  supporting  physicians  from  whom 
they  are  geographically  separated.  One  project  showed  that  the  telecommuni- 
'•ations  system  improved  access  to  primary  care  by  facilitating  a  more  expanded 
role  for  the  nurse  practitioners  working  in  an  inner  city  neighborhood  health 
f -enter.  Access  to  specialist  services  was  also  improved,  since  patients  were 
apparently  more  likely  to  keep  their  referral  appointments  when  they  had 
already  consulted  the  specialist  over  the  television  link. 
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The  National  Center  also  supports  research  which  focuses  on  the  direct  sub- 
stitution of  technology  for  the  physician's  time.  The  evaluation  of  computer- 
assisted  electrocardiogram  analysis  has  shown,  for  example,  that  the  use  of 
computers  for  this  purpose  reduces  the  time  spent  interpreting  electrocardio- 
grams and  recording  and  storing  reports.  Hospitals  using  this  new  technology 
were  able  to  limit  the  cost  of  an  EKG  to  $10  while  increasing  by  18%  the 
number  processed. 

3.  Bureau  of  Health  Manpower 

The  Bureau  of  Health  Manpower  (HRA)  also  supports  research  on  physician 
extenders.  One  study  of  the  potential  cost-savings  from  utilizing  physician 
assistants  in  prepaid  group  practice  as  substitutes  for  physician  services  found 
significant  potential  cost  savings  in  a  prepaid  setting  with  no  adverse  impact 
on  quality  of  care. 

4.  Bureau  of  Health  Planning  and  Resources  Development  (HRA) 

The  Bureau  of  Health  Planning  and  Resources  Development  has  significant 
technical  assistance  and  research  dissemination  functions  relevant  to  Section 
222.  The  authority  to  support  up  to  six  State  rate-setting  demonstrations 
authorized  by  Section  1526  of  P.L.  93-641  has  been  delegated  to  the  Social 
Security  Administration  to  be  implemented  in  conjunction  with  the  prospective 
reimbursement  and  rate-setting  experimentation  under  Section  222.  The  inte- 
gration of  the  results  of  these  studies  with  certification  of  need,  reviews  for 
appropriateness,  and  other  health  planning  activities  and  the  dissemination  of 
information  to  all  the  States  and  the  Health  Systems  Agencies  authorized  under 
P.L.  93-641  will  have  an  important  long-range  influence  on  the  future  of  health 
care. 

5.  Alcohol,  Drug  Ahuse,  and  Mental  Health  Administration 

ADAMHA  activities  relevant  to  Section  222  fall  within  the  areas  of  benefit- 
package  changes  (including  long-term  care  alternatives),  and  evaluation  of 
alternative  auxiliary  service  manpower.  Both  the  National  Institute  on  Alcohol 
Abuse  and  Alcoholism  and  the  National  Institute  on  Drug  Abuse  have  developed 
model  benefit  packages  for  the  coverage  of  alcoholism  and  drug  abuse  services. 
California  has  initiated  a  pilot  alcoholism  occupational  health  insurance  pro- 
gram for  all  State  employees  and  their  families,  which  is  based  on  the  NIAAA 
model  benefit  package;  all  insurance  carriers  currently  offering  basic  health 
care  coverage  to  California  State  employees  have  agreed  to  participate  in  the 
program,  and  NIAAA  is  currently  evaluating  this  program.  The  model  drug 
abuse  benefit  plan  includes  a  flexible  range  of  services  emphasizing  non-in- 
patient  care,  and  reduction  of  lengths  of  stay  for  inpatient  care  to  a  minimum. 

Counselor  certification  standards  have  been  developed  leading  toward  State 
certification  of  non-degreed  professional  alcoholism  treatment  personnel.  As 
a  basis  for  certification,  NIAAA  recently  funded  a  study  to  develop  model 
standards  by  means  of  a  survey  of  alcoholism  programs  employing  alcoholism 
counselors,  with  selected  site  visits  to  verify  data.  Over  2000  institutions  and 
associations  in  the  alcoholism  field  reviewed  the  draft  standards. 

In  the  development  of  alternative  auxiliary  manpower,  NIDA  has  also 
emphasized  credentialing  to  provide  quality  assurance.  The  present  NIDA 
credentialing  contract  has  provided  a  Status  Report  of  Credentialing  Activ- 
ities and  a  functional  job  analysis  to  provide  a  consistent  description  of  the 
functions  and  activities  of  workers.  NIDA  has  involved  the  States  in  task 
analysis,  full  credentialing  models  instituted  at  the  State  level,  and  State  task 
forces  to  develop  a  credentialing  process. 

The  National  Institute  of  Mental  Health  and  the  Health  Resources  Adminis- 
tration have  jointly  funded  a  retrospective  study  of  the  experiences  under 
Title  XIX  to  assess  the  merits  of  assigning  clinical  psychologists  independent 
practitioner  status  in  a  study  authorized  under  Section  222.  BLK  Group,  Inc. 
completed  the  study  and  recommended  to  the  Department  that  psychologists 
be  given  such  status  and  that  a  monitoring  program  be  established  for  the 
Department  to  continue  to  evaluate  the  experience.  SSA  is  now  conducting  a 
similar  study  in  the  State  of  Colorado  for  the  Medicare  population  only. 

The  Community  Mental  Health  Centers  Program  represents  one  of  the  largest 
Federal,  State,  and  local  investments  to  provide  alternatives  to  long-term 
institutional  care.  Evaluations  of  this  program  have  documented  the  effective- 
ness of  such  community  based  services  in  avoiding  inappropriate  institutionali- 
zation of  the  mentally  ill.  NIMH  is  also  supporting  a  contract  to  develop  a 
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research  design  for  the  study  of  the  impact  of  granting  CMHC's  provider/ 
vendor  status  under  Titles  XVIII  and  XIX. 

6.  Other  Activities  of  the  Bureau  of  Community  Health  Services  (HSA) 

a.  Migrant  Hospitalization. — The  Bureau  of  Community  Health  Services' 
hospitalization  program  for  migrants  is  designed  to  provide  inpatient  hospital 
services  including  medical  services  for  migrant  agricultural  workers  and  their 
dependents  through  a  limited  number  of  migrant  health  projects.  Projects  must 
provide  comprehensive,  full-time  medical  services  on  a  year  round  basis  where 
there  is  no  other  source  of  hospitalization  support.  These  projects  certify  the 
eligibility  of  patients  for  care  under  the  program  and  refer  the  patients  to  a 
participating  hospital.  The  participating  hospitals  are  reimbursed  for  services 
on  a  predetermined  all  inclusive  per  diem  rate  by  the  Division  of  Direct  Re- 
imbursement, Bureau  of  Health  Insurance,  SSA.  Hospitals  are  reimbursed  based 
on  the  lower  of  their  costs  or  charges.  Physicians  are  reimbursed  at  the  area 
prevailing  rate  or  the  individual  physician's  usual  and  customary  rate,  which- 
ever is  lower. 

b.  Home  Health  Services. — P.L.  94-63  added  a  one  year  provision  for  grants 
for  the  establishment,  initial  operation  and  expansion  of  existing  home  health 
services,  and  the  training  of  professional  and  paraprofessional  personnel. 

These  grants,  which  are  to  be  awarded  this  summer,  will  expand  home  health 
services  by  demonstrating  innovative  approaches  to  the  development  or  expan- 
sion of  home  health  services — particularly  in  areas  serving  a  high  percentage 
of  persons  who  are  elderly  or  medically  indigent,  or  both.  They  should  also 
serve  as  additional  sites  for  the  evaluation  of  home  health  services. 

c.  Incidental  Services  for  Home  Dialysis  Assistance. — A  222  study  to  begin 
to  analyze  the  impact  of  making  home  health  aides  available  to  home  dialysis 
patients  is  being  designed  to  begin  early  in  Fiscal  Year  1977.  During  the  study, 
selected  home  dialysis  patients  will  be  offered  several  options:  1)  assistance 
at  home  during  their  first  1-2  dialyses  and  2)  the  use  of  a  home  dialysis  aide 
up  to  20  times  per  year  to  relieve  the  burden  on  the  voluntary  aide.  Among 
the  effects  to  be  analyzed  are:  (1)  any  change  in  the  number  of  backup  (in- 
center)  dialyses  done;  (2)  differences  in  the  rate  of  return  to  permanent  in- 
center  dialysis;  (3)  changes  in  the  number  or  type  of  physician  contacts;  and 
( 4 )  changes  in  the  health,  vocational  or  psycho-social  status  of  patients  offered 
these  added  benefits  compared  to  those  not  offered  them. 

d.  Related  Activities  of  the  Administration  on  Aging. — Under  the  Older 
Americans  Act,  the  Administration  on  Aging  within  the  Office  of  the  Assistant 
Secretary  for  Human  Development  has  provided  financial  and  other  support  to 
many  efforts  to  reduce  the  need  for  institutionalization  of  older  persons  with 
mental  or  physical  impairmnets.  State  and  Area  Agencies  on  Aging  have  been 
encouraged  to  stimulate  and  coordinate  social  and  health  services  designed  to 
increase  opportunities  for  the  impaired  to  obtain  supported  services  in  their 
homes  when  appropriate,  or  to  obtain  less  intensive  and  costly  personal  or 
residential  care  when  this  can  eliminate  or  postpone  more  intensive  24-hour 
care. 

In  addition,  discretionary  grant  and  contract  funds  are  supporting  a  series 
of  Model  Projects  (provided  for  under  Section  308  of  the  Act  as  amended  in 
1973,  P.L,  93-29),  These  projects  include: 

The  On  Lok  Senior  Health  Services  Center,  a  licensed  clinic,  is  providing 
nr)n-institutional  community  based  day  care  services  to  the  elderly,  primarily 
to  limited  English  speaking,  Chinese,  Filipino  and  Italian  populations  of  China- 
town, North  Beach,  and  San  Francisco,  with  major  financial  support  by  AoA 
since  1972. 

The  Burke  Day  Care  Hospital  in  White  Plains,  New  York,  is  demonstrating 
a  medically  oriented  day  care  center  originally  designed  as  an  alternative  to 
nursing  home  care  for  elderly  adults  who  were  institutionalized  because  of  un- 
availability of  merlical  and  nursing  daytime  supervision.  The  Hospital  now 
s(-rvcs  those  who  require  shorter  periods  of  more  intensive  or  rehabilitative 
treatment,  and  is  one  of  the  sites  for  the  Section  222  homemaker/day  care  dem- 
onstrations. 

Two  major  demonstrations  support  day  care  centers  designed  to  prevent  pre- 
mature hospitalization  by  providing  maintenance  supportive  and  recreational 
services :  Levindale  Adult  Day  Treatment  Program,  Baltimore  and  the  Moshula- 
Montefiore  Geriatric  Day  Care  Program  in  Bronx,  New  York. 
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The  Urban  Health  Institute,  East  Orange,  New  Jersey,  is  demonstrating  the 
use  of  preventive  health  education  to  reduce  the  impact  of  physical  and  mental 
impairment. 

With  Project  "Heal,"  the  Pima  County  Council  on  Aging  is  generating  suppor- 
tive care  services  to  older  people  in  their  homes  to  prevent  institutionalization. 

The  Papago  Indian  Tribe  project  is  demonstrating  how  a  homemaker  program 
on  a  Reservation  can  reduce  the  need  for  institutionalization.  Several  other  re- 
search and  development  projects  supported  under  the  Older  Americans  Act  also 
contribute  to  this  objective : 

The  Colorado  Department  of  Institutions  is  testing  use  of  specialized  board- 
ing homes  for  elderly  persons  who  otherwise  probably  would  be  in  mental  in- 
stitutions. 

The  International  Center  for  Social  Gerontology  is  reviewing  European  ex- 
perience on  congregate  housing  as  an  option. 

Case  Western  Reserve  University  is  assessing  the  extent  to  which  certain  eco- 
nomic and  service  incentives  can  induce  and  equip  a  family  to  provide  home  care 
for  elderly  members. 

Dr.  Cooper.  In  view  of  the  nature  of  the  preceding  discussion,  I 
think  it  would  be  iterative  in  a  certain  sense  to  go  over  some  of  the 
ground. 

The  only  comment  that  I  would  want  to  make  is  that  the  notion  that 
all  these  internal  administrative  problems  are  the  essence  of  what  you 
called  in  your  statement  "poor  performance"  were  slow  responses.  I 
do  not  think  that  I  could  in  conscience  let  that  stand  without  some 
response. 

Mr.  Vander  Veen.  You  are  certainly  entitled  to  respond  to  that. 
I  hope  you  do.  Please  proceed. 

Dr.  Cooper.  In  that  respect,  Mr.  Chairman,  I  think  that  there  are 
many  activities  across  the  country  that  we  would  wish  very  much 
that  we  could  implement,  including  demonstrations.  At  first  blush 
many  of  these  would  seem  to  be  the  obvious  ways  to  improve  the  health 
care  system.  Certainly,  we  are  in  favor  of  all  the  activities  that  were 
specified  in  the  law  which  mandated  this  particular  coverage  experi- 
mentation. 

I  think  that  the  contention,  for  example,  that  the  previous  witness, 
Dr.  Steinbock,  had  about  the  expected  cost  saving  of  home  services 
is  a  case  in  point.  Here  we  have  what  obviously  seems  like  a  good  thing 
to  do — one  which  we  were  interested  in  and  that  we  were  interested 
in  pursuing. 

The  notion  that  our  difficulties  with  solving  the  administration  of 
this  was  inhibiting  the  notion  of  proving,  for  example,  that  you  could 
potentially  get  services  for  $120  that  currently  you  paid  $200  for  has 
been  exactly  the  problem.  We  have  been  faced  with  this  in  trying  to 
explain  to  you  what  is  our  responsibility  during  a  period  of  change  in 
the  financing  system,  during  a  period  of  great  change  in  the  economy, 
during  difficulties  in  the  authorities  that  are  available  under  which 
these  kinds  of  demonstrations  could  be  made. 

The  notion  that  nothing  had  been  done  or  nothing  accomplished  is 
the  perception  of  this  kind  of  a  difficulty.  This  is  what  concerns  me, 
and  we  ought  to  try  to  resolve  it. 

In  reviewing  the  events  of  the  past  3  years  in  preparation  for  both 
the  answers  to  your  and  Mr.  Yanik's  letters,  and  these  hearings,  I  have 
developed  a  good  understanding  of  what  the  problems  have  been,  what 
the  issues  are  and  what  the  performance  in  the  system  has  been. 
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I  do  not  feel  that  nothing  has  been  learned,  nor  do  I  feel  necessarily 
that  the  progress  has  been  slow,  when  you  measure  it  against  what  is 
te<?hnologically  possible  in  the  area. 

Mr.  Vaxder  Veen.  Dr.  Cooper,  if  I  may  interrupt  at  that  point, 
there  can  be  a  difference  of  opinion  as  to  whether  or  not  things  have 
moved  sufficiently  rapidly  or  not.  It  does  seem,  however,  to  be  the 
opinion  of  all  concerned  at  this  time  that  the  time  has  come  for  a  res- 
olution of  the  matter  of  delegation  of  authority.  You  wouldn't  dis- 
agree with  that,  would  you? 

Dr.  Cooper.  Xo,  sir.  I  think  the  issue  of  delegation  of  authority 
is  an  issue  that  will  help  in  many  ways  for  administering  the  program. 
However,  I  do  not  think  it  will  solve  the  real  issues  of  frustration  that 
we  will  still  face  with  respect  to  obtaining  the  answers.  I  support  the 
idea  that  this  could  help  the  process.  I  would  work  with  the  Com- 
missioner and  with  the  Under  Secretary  in  order  to  resolve  this.  I 
have  so  discussed  with  them  in  the  last  several  days. 

Mr.  VaxdePw  Veex.  That  is  fine.  We  appreciate  your  reassurance  very 
much. 

At  this  point,  if  you  will  allow  me,  I  would  like  to  call  on  my  col- 
league and  fellow  member  of  the  subcommittee  to  see  whether  or  not 
he  has  any  questions.  I  know  that  he  is  pressed  for  time.  There  is  a 
particular  issue  that  he  would  like  to  inquire  about. 

Mr.  Pickle? 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

I  have  been  engaged  in  floor  activity  until  just  a  few  minutes  ago. 

You  man}^  have  touched  on  this.  I  want  to  know,  has  this  panel, 
either  collectively  or  individually,  made  a  specific  recommendation 
or  a  clear  statement  about  how  you  feel  about  the  prospective  reim- 
bursement approach  ?  Or  do  you  favor  the  prospective  reimbursement 
approach?  Can  we  use  cost  saving?  Have  we  just  been  talking  in  gen- 
eral terms?  Or  do  you  have  specific  recommendations? 

I  would  like  to  have  discussion  about  section  222  and  I  think  we 
can  be  encouraged  if  we  are  going  to  have  closer  attention  to  it.  But 
have  each  one  of  you  made  your  individual  recommendations  or  are 
you  going  to?  Or  has  that  been  done,  Mr.  Chairman? 

Mr.  Vander  Veex.  Each  of  the  witnesses  had  a  prepared  statement 
which  has  been  submitted  for  the  record. 

In  response  to  my  letter,  there  was  a  very  extensive  statement  made. 
There  Avere  many  recommendations. 

What  we  focussed  in  on,  Mr.  Pickle,  was  the  matter  of  the  delega- 
tion of  responsibility  for  effectuating  section  222  and  section  402. 

It  seems  to  have  been  agreed  by  the  Under  Secretary,  by  Dr.  Cooper, 
and  Commissioner  Cardv^ell  that  we  can  make  some  progress  if  we 
will  do  this.  That  is  what  we  have  been  spending  our  time  doing. 

The  prepared  statements  of  the  witnesses  do  cover  the  point  that 
you  have  raised,  Mr.  Pickle.  So  that  hasn't  been  covered  in  the  actual 
testimony  here  today. 

^Ir.  Pickle.  As  I  say  on  section  222,  if  we  can  find  better  ways  to 
actually  carry  that  out,  it  would  be  helpful.  I  have  a  feeling  that  some 
of  the  biggest  costs  we  have  in  the  hospital  care  right  now  are  in  just 
personnel,  recordkeeping.  I  imagine  Mr.  Cardwell  will  say  that  is 
maybe  the  biggest  item  we  have. 
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Aside  from  a  particular  section,  I  want  to  know  what  is  the  best  ap- 
proach ?  I  read  these  long  discussions  from  my  State  about  their  hos- 
pitals and  all  their  worries  and  discussions.  We  all  know  that  these 
costs  are  going  up,  but  what  is  the  best  approach  ?  Is  prospective  re- 
imbursement a  better  approach  ? 

Commissioner  Cardwell.  Mr.  Chairman  

Mr.  Pickle.  Would  you  recommend  that?  If  you  had  the  right  to 
say  we  are  going  to  do  this  approach  or  do  that  approach,  what  would 
you  recommend  ? 

Commissioner  Caedwell.  Mr.  Pickle,  it  seems  to  me  that,  as  I  am 
sure  you  appreciate,  section  222  really  has  as  its  purpose  explorations 
and  testing  and  some  demonstrations  to  either  prove  or  disprove  a 
theory,  a  hypothesis,  if  you  will,  that  has  come  to  the  surface  many 
times  since  the  enactment  of  medicare  and  medicaid.  Namely,  that  if 
our  delivery  system  were  to  be  reorganized  in  a  way  which  would 
permit  prospective  fee  setting,  if  you  will,  rather  than  payment  after 
the  fact  or  reimbursement  of  actual  costs  or  estimated  costs,  two  things 
would  result. 

(a)  The  system  w^ould  function  more  efficiently  and  effectively  for 
the  population;  and  (b)  Costs,  the  natural  escalation  of  costs  that 
seem  to  follow  the  present  system,  would  be  constrained.  That  is  the 
theory. 

I  don't  think  anybody  at  this  stage  believe  that  prospective  reim- 
bursement or  fee  setting  of  one  kind  or  another  would  ever  turn  costs 
back.  However,  they  might  constrain  the  natural  forces  that  tend  to 
push  medical  costs  up. 

The  problem  is  that  our  medical  delivery  system  is  not  so  organized 
and  the  Congress  and  public  policymakers  generally  have  not  been 
prepared  or  willing  to  make  an  abrupt  cliange  or  to  mandate  an  abrupt 
change  in  the  fabric  of  the  system.  That  is  why  we  have  this  experi- 
mental authority.  It  is  a  kind  of  a  probing  or  a  testing,  if  you  will. 

No  one,  neither  in  the  executive  branch  nor  the  legislative  branch, 
that  I  know  of,  is  prepared  to  come  forward  and  advocate  here  and 
now  that  we  shift  to  prospective  reimbursement  if  for  no  other  reason 
than  the  system  itself  would  be  literally  turned  inside  out  if  you 
attempted  to  make  such  an  abrupt  shift. 

I  think  almost  everybody  believes  we  are  bent  on  an  evolutionary 
pattern  of  changing  the  system  and  that  experimentation  is  just  a 
part  of  that  evolutionary  pattern. 

In  other  words,  w^e  don't  have  any  recommendations  at  this  time. 

Mr.  PicKUE.  You  would  make  no  recommendation  until  you  have 
had  a  chance  to  see  what  the  study  shows  ? 

Commissioner  Cardweel.  That  is  right. 

Dr.  Cooper.  I  would  support  that,  Mr.  Pickle,  with  the  further 
observation  that  the  early  studies  support  the  contention  that  the 
variety  of  other  forces  during  the  recent  few  years,  including  the 
general  economic  system  in  the  country  made  very  difficult  the  inter- 
pretation of  any  of  the  observations  resulting  from  the  experiments. 
This  had  led  at  least  to  the  conclusion  in  our  minds  that  prospective 
reimbursement  as  a  recommendation  for  immediate  change  should  not 
be  endorsed  at  this  particular  time  from  what  we  know. 
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That  is  one  of  the  thing^s  that  we  have  learned  from  some  of  these 
experiments.  I  think  that  we  have  to  pursue  the  experiments  in  this 
regard. 

Commissioner  Cardwell.  We  can  tell  you,  Mr.  Pickle,  in  fairly 
positive  terms,  as  I  point  out  in  my  statement — which  I  would  like  to 
tile  in  the  record,  of  course — that  the  incentive  experiments  that  were 
sponsored  under  section  402  before  enactment  of  section  222  do  seem 
to  show  quite  conclusively — and  we  are  prepared  to  make  this  a  flat 
statement — that  the  various  incentive  techniques  that  were  explored 
will  not  be  effective  on  a  voluntary  basis. 

In  other  words,  you  cannot  depend  on  the  system  itself  to  respond 
to  these  incentives  in  a  way  that  would  reduce  costs.  That  is  a  lesson 
we  might  well  learn.  It  may  well  end  up  that  we  may  find  that  pro- 
spective reimbursement  systems  also  may  not  function  on  a  voluntary 
basis,  unless  they  are  mandated. 

[The  prepared  statement  follows :] 

Statement  of  James  B.  Cardwell,  Commissioner  of  Social  Security 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  pleased  to  have  this 
opportunity  to  discuss  with  you  the  status  of  tlie  Medicare  research  and  experi- 
mentation program.  In  the  9  years  since  the  enactment  of  legislation  granting 
authority  to  conduct  experiments  in  alternative  methods  of  reimbursement 
under  the  Medicare  program,  we  believe  we  have  made  substantial  progress  in 
identifying  those  areas  that  have  the  greatest  potential  for  producing  both 
program  improvements  and  program  savings.  We  recognize  that  there  is  much 
additional  work  to  be  done. 

I  will  describe  to  you  today  the  accomplishments  we  have  made  thus  far, 
the  problems  wo  have  encountered  in  our  endeavors,  and  our  plans  for  more 
wide-ranging  experimentation  in  the  future.  I  hope  that  this  brief  overview 
of  our  research  efforts  will  give  you  some  idea  of  the  broad  range  of  our 
activities,  particularly  since  the  enactment  of  the  Social  Security  Amendments 
of  1072.  To  date,  we  have  spent  almost  $19  million  on  Medicare  research  and 
experimentation,  the  vast  majority  of  which  has  been  spent  since  the  1972 
legislation. 

SUMMARY   OF   RESEARCH  PROGRAM 

Since  the  inception  of  the  social  security  system  in  this  country  almost 
40  years  ago,  SSA  has  maintained  a  keen  interest  in  research  concerning  the 
program  it  administers.  Research  authority  was  granted  to  the  Social  Security 
Board  by  the  1935  legislation,  and  this  authority  has  been  employed  since  then 
not  onlv  to  improve  the  functioning  of  the  social  security  program  but  to 
expand  the  general  body  of  knowledge  concerning  aging,  disability,  economic 
securitv.  and  related  fields. 

Following  enactment  of  the  Medicare  legislation  in  1965,  SSA  and  the  Depart- 
ment initiated  research  to  determine  vrhat  improvements  could  be  made  to 
increase  the  efficiency  and  economy  of  the  program  and  to  make  it  more  re- 
sponsive to  the  nee<ls  of  beneficiaries.  Throughout  this  period  both  SSA  and  the 
Department  have  focused  attention  not  only  on  Medicare,  but  on  the  overall 
operation  of  the  health  care  industry.  Our  earliest  health  care  research  efforts 
were  devoted  primarily  to  the  gathering  of  pertinent  statistics  and  performance 
data.  As  the  Medicare  program  matured  and  medical  care  prices  contmued 
to  escalate,  both  the  Department  and  the  Congress  experienced  increasing 
frustration  in  attempting  to  determine  effective  w^ays  of  containing  program 
costs  \\ithout  lowering  the  quality  of  care  provided  to  beneficiaries.  The  enact- 
ment of  provisions  granting  us  authority  to  experiment  with  alternate  methods 
of  reimbursement— section  402  in  1967  and  section  222  in  1972— reflected  these 
frustrations  and  our  continued  determination  to  overcome  them. 

The  major  objective  of  the  research  we  conduct  is  to  test  untried  reimburse- 
ment methods  in  the  hope  of  identifying  approaches  which  produce  program 
economies  The  success  of  these  efforts  is  never  assured— or  there  would  be  no 
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need  for  experimentation.  When  a  hypothesis  fails  to  be  upheld  by  experimental 
findings,  we  have,  in  effect,  learned  what  doesn't  work;  and  we  have  avoided 
a  vastly  more  expensive  failure  on  a  broader  scale.  We  have  gained  valuable 
knowledge  from  all  of  our  research,  and  we  can  never  afford  to  confuse  the 
failure  of  a  hypothesis  with  the  failure  of  experimentation. 

The  Social  Security  Administration  has  conducted  a  variety  of  studies,  de- 
velopmental projects,  demonstrations,  and  experiments  since  beginning  our 
formal  Medicare  research  program  in  1967.  Within  the  scope  of  the  legislative 
directives,  we  have  been  guided  by  two  broad  principles  in  selecting  which 
projects  to  undertake.  First,  we  believe  that  we  have  a  responsibility  to  focus 
our  attention  on  those  areas  of  the  health  care  delivery  system  where  the 
financial  situation  is  most  critical.  Although  health  care  costs  are  escalating 
rapidly  in  every  facet  of  the  industry,  it  is  abundantly  clear  that  hospital 
costs  consume  by  far  the  largest  portion  of  the  Federal  health  care  dollar,  and 
that  these  costs  show  the  greatest  percentage  increase  from  year  to  year.  Thus, 
most  of  our  efforts  have  been  devoted  to  hospital  reimbursement  experimenta- 
tion. Nevertheless,  we  have  recently  begun  to  enter  into  experiments  dealing 
with  physician  fees  and  long-term  care.  Our  progress  in  the  physician  fee  area 
has  been  limited  due  to  the  fact  that  we  do  not  have  the  same  type  of  program 
participation  agreements  and  financial  arrangements  with  physicians  that  we 
have  with  the  Nation's  hospitals.  Our  second  guiding  principle  is  that  in  selecting 
specific  projects  v^athin  each  subject  area  we  have  consistently  directed  research 
dollars  toward  those  projects  which  offer  the  most  potential  for  containing 
health  care  costs. 

It  should  be  noted  here  that  our  research  programs  have  grown  rapidly  over 
the  years.  In  fiscal  year  1973,  total  obligations  for  SSA  health  insurance  experi- 
ments and  demonstration  projects  amounted  to  a  little  over  one  million  dollars. 
In  the  early  days  there  were  impediments  to  our  progress  vrhich  were,  for  the 
most  part,  beyond  our  direct  control.  Expertise  in  testing  and  evaluating  reim- 
bursement mechanisms  was  virtually  nonexistent  within  SSA  and  among  the 
universities  and  foundations  to  whom  we  initially  turned  for  assistance.  As  ex- 
pertise increased  over  the  years,  both  within  SSA  and  elsewhere,  we  have  been 
in  a  much  better  position  to  determine  the  direction  of  future  experimentation. 
Thus,  our  total  commitments  for  experiments  and  demonstration  projects  in 
fiscal  year  1976  will  amount  to  nearly  $9  million. 

Dr.  Cooper's  testimony  addresses  the  variety  of  research  projects  being  under- 
taken by  the  National  Center  for  Health  Services  Research  and  other  components 
involved  in  the  total  HEW  research  effort.  I  will  therefore  confine  my  testi- 
mony today  to  a  discussion  of  those  experiments  and  demonstration  projects 
currently  underway  or  in  the  planning  stages  within  SSA. 

Before  I  discuss  the  specifics  of  our  research,  I  would  like  to  describe  the  re- 
search plan  which  we  have  adopted  to  identify  viable  nev/  methods  of  containing 
health  care  costs.  The  Office  of  Research  and  Statistics  engages  in  three  types  of 
projects— studies,  developmental  projects,  and  experiments.  Studies  are  con- 
ducted to  augment  knowledge  in  relatively  uncharted  areas.  They  provide  us 
with  the  historical  background  and  data  which  are  necessary  to  proceed  with 
the  experiments.  The  developmental  projects  devise  specific  systems  or  methods 
intended  for  use  in  actual  experiments.  The  experiments  themselves  include 
both  demonstrations  and  evaluations.  The  demonstrations  test  the  system  or 
methodology  which  was  developed  during  the  developmental  process.  Evaluation 
of  the  experiment  usually  begins  during  the  demonstration  so  that  the  evaluator 
may  observe  the  experiment  as  it  evolves.  To  ensure  overall  objectivity,  the  Office 
of  Research  and  Statistics  conducts  evaluations  separately  from  demonstrations. 
For  this  purpose,  a  separate  Evaluative  Studies  Branch  has  been  established 
within  the  Division  of  Health  Insurance  Studies.  Furthermore,  evaluative  con- 
tracts are  usually  arranged  with  disinterested  third  parties — generally  large 
private  consulting  organizations  and  universities — so  that  the  evaluation  will 
not  be  biased  by  prior  involvement  in  the  demonstration. 

INCENTIVE  REIMBURSEMENT 

I  would  now  like  to  highlight  our  research  in  the  incentive  reimbursement 
area — our  first  field  of  endeavor.  Under  the  authority  of  section  402  of  the  Social 
Security  Amendments  of  1967  (Public  Law  90-248),  we  have  completed  five  in- 
centive reimbursement  experiments.  Each  of  the  experiments  was  designed  to 
test  a  specific  hypothesis  relating  to  the  containment  of  hospital  costs  through 
the  imposition  of  positive  or  negative  financial  incentives.  Hospitals  whose  costs 
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were  low  would  be  financially  rewarded,  and  those  with  high  costs  would  be 
penalized.  Although  not  all  of  the  experiments  successfully  bore  out  the  tested 
hypothesis,  we  have  none-the-less  learned  a  great  deal  from  each  project. 

The  major  finding  of  the  evaluators  has  been  that  incentive  reimbursement  will 
not  work  on  a  voluntary  basis.  Results  show  that  the  hospitals  participating  in 
experiments  under  section  402(a)  on  a  voluntary  basis  retained  too  much 
maneuverability  within  the  programs.  In  fact,  in  several  cases  hospitals  that 
were  dissatisfied  with  arrangements  under  the  experiment  dropped  out  alto- 
gether. These  experiments  also  indicated  that  incentive  reimbursement  does  not 
effect  cost  containment  when  it  is  part  of  a  retrospective  payment  system. 

PROSPECTIVE  EEIMBURSEMENT 

As  you  know,  section  222(a)  of  the  Social  Security  Amendments  of  1972  (Public 
Law  92-603),  authorized  further  hospital  reimbursement  research  which  was 
to  differ  from  section  402  experimentation  in  several  significant  ways,  Section 
222  specifically  authorizes  prospective  reimbursement  experimentation  which  is 
to  include  risk  factors — if  the  provider  spends  less  than  the  prospectively  deter- 
mined rates,  it  will  be  rewarded ;  if  its  costs  exceed  the  prospective  rate,  it  will, 
to  various  degrees,  have  to  absorb  the  loss. 

Beginning  in  1974,  SSA  has  participated  in  a  number  of  prospective  reimburse- 
ment demonstration  projects  under  section  222(a).  Three  projects,  which  will 
terminate  during  1977  and  1978,  are  a  budget  review  program  administered  by 
Blue  Cross  of  Western  Pennsylvania ;  a  system  in  South  Carolina  whicli  com- 
bines budget  review,  management  engineering,  and  financial  planning ;  and  a 
program  in  Rhode  Islad  which  establishes  a  Statewide  "Maxicap"  limitation  on 
allowable  increases  in  total  hospital  operating  expenses. 

Contracts  were  awarded  to  develop  prospective  reimbursement  systems  in 
Colorado,  CaUfornia,  and  at  Yale  University.  These  projects  are  now  well  under- 
way. In  addition,  SSA  is  currently  evaluating  seven  prospective  reimbursement 
systems  which  were  developed  under  non-Federal  auspices  by  a  wide  variety  of 
sponsors  including  Blue  Cross  plans.  State  governments,  and  hospital  associa- 
tions. Specifically,  the  evaluations  are  designed  to  examine  the  impact  of  prospec- 
tively determined  reimbursement  on  hospital  behavior,  cost  patterns,  and  quality 
of  patient  care.  Based  on  preliminary  findings,  we  can  report  that  prospective 
reimbursement  generally  exerts  a  modest  downward  effect  on  hospital  cost  in- 
creases without  sacrificing  the  quality  of  services  rendered  by  the  hospital. 

Both  section  222(b)  of  the  1972  amendments  and  the  more  recent  National 
Health  Planning  and  Resources  Development  Act  of  1974  enable  us  to  work 
with  States  having  statutes  authorizing  rate-setting  authority.  The  Department 
was  given  the  authority  to  tie  in  experiments  and  demonstration  projects  in  the 
prospective  reimbursement  area  with  State  rate-setting  mechanisms.  Unlike  the 
projects  implemented  under  section  222(a),  the  section  222(b)  rate-setting  pro- 
grams require  mandatory  participation  of  providers  on  a  Statewide  basis.  Thus 
far,  eight  States  have  enacted  the  necessary  legislation.  Under  this  authority,  we 
have  decided  to  participate  with  the  Maryland  Health  Services  Cost  Review 
Commission  in  its  State  rate-setting  experiment.  SSA  is  currently  negotiating 
the  details  of  the  experiment  with  the  Commission.  We  believe  that  the  manda- 
tory participation  aspect  of  this  project  will  contribute  greatly  to  the  success 
of  the  project. 

LONG-TERM  CARE 

While  research  in  hospital  prospective  reimbursement  has  received  the  most 
attention,  SSA  has  funded  Medicare  research  in  other  areas  as  specified  under 
section  222(b).  In  the  area  of  long-term  care,  we  are  directing  a  number  of  base- 
line studies  to  develop  specific  prospective  reimbursement  methodologies  ap- 
propriate for  nursing  homes.  Also,  a  most  promising  project  in  the  long-term  care 
area  is  the  Utah  Cost  Improvement  Program  which  we  recently  extended  for 
another  year.  The  Utah  experiment,  which  is  exclusively  a  reimbursement  study, 
was  designed  to  encourage  more  efficient  and  economical  use  of  hospital  facilities 
by  enabling  a  hospital  to  use  some  of  its  otherwise  vacant  beds  for  long-term 
care  patients.  To  accomplish  this,  SSA  waived  certain  Medicare  cost  allocation 
and  accounting  requirements.  The  initial  findings  from  the  Utah  project  indi- 
cate that  long-term  care  services  can  be  provided  at  substantially  less  cost  than 
previously  thought,  and  that  the  methodology  employed  in  the  experiment  can 
alleviate  two  problems  prevalent  in  many  rural  communities  :  low  occupancy  rates 
in  community  hospitals  and  a  shortage  of  long-term  beds.  Other  States  have  re- 
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sponded  to  the  success  of  the  Utah  project  by  expressing  interest  in  implementing 
a  similar  experiment.  SSA  recently  awarded  contracts  to  the  Texas  Hospital  As- 
sociation and  Blue  Cross  of  Western  Iowa  and  South  Dakota  to  duplicate  the 
Utah  experiment  in  order  to  validate  the  results  and  to  determine  whether  the 
success  in  Utah  would  occur  in  other  geographic  areas.  Additionally,  in  the 
long-term  care  area,  we  are  preparing  to  solicit  proposals  to  develop  specific 
prospective  reimbursement  methodologies  for  nursing  homes,  and  to  study  the 
effects  of  waiving  the  3-day  prior-hospital-stay  requirement  for  coverage  of 
skilled  nursing  facility  care. 

PHYSICIAN  REIMBURSEMENT  AND  OTHER  NONINSTITUTIONAL  PROVIDERS 

We  are  also  quite  interested  in  pursuing  research  beyond  the  walls  of  institu- 
tional providers.  In  the  area  of  physician  reimbursement,  for  example,  six 
projects  have  been  initiated  to  study  the  effects  of  alternative  fee-for-service 
methods  on  beneficiaries'  out-of-pocket  expenditures,  on  patterns  of  medical 
practice,  and  on  physician  incomes.  We  are  most  interested,  of  course,  in  develop- 
ing a  payment  method  which  will  encourage  physicians  to  accept  assignment  and 
thus  reduce  the  beneficiaries'  expenses.  In  addition,  an  experimental  design 
developed  by  Robert  R.  Nathan  Associates,  which  would  substitute  a  negotiated 
fee  schedule  foT  the  present  medicare  reasonable  charge  arrangement,  is  presently 
being  reviewed  by  various  HEW  components  for  possible  implementation. 

Research  in  other  noninstitutional  areas  is  authorized  through  the  provision 
of  section  222(B)  which  allows  experimentation  with  reimbursement  for  those 
services  not  specifically  reimbursable  under  present  Medicare  law.  Areas  where 
this  research  is  underway  or  in  the  planning  stage  include  a  study  of  coverage 
of  services  rendered  by  independent  clinical  psychologists,  expandetl  mental 
health  coverage,  and  a  project  examining  reimbursement  for  surgical  care  in 
outpatient  facilities.  This  year's  budget  includes  plans  for  a  demonstration  proj- 
ect in  Colorado  to  determine  the  effects  of  covering  clinical  psychologists  as 
independent  practitioners,  and  the  effect  of  raising  the  Medicare  part  B  out- 
patient mental  health  care  coverage  limitation  to  $400  with  20-percent  coinsur- 
ance. The  purpose  of  the  clinical  psychology  experiment  is  to  determine  if 
expanded  mental  health  care  coverage  should  be  made  available  to  Medicare 
beneficiaries.  The  cost  effectiveness  of  reimbursement  for  ambulatory  surgical 
care  in  facilities  apart  from  hospitals  is  being  tested  under  an  arrangement  with 
the  Surgicenter  of  Phoneix  and  through  five  other  centers  around  the  country. 

We  are  aware  of  the  Subcommittee's  interest  in  the  experimental  coverage  of 
physician  extender  (PE)  services.  Presently,  as  you  know.  Medicare  reimburse- 
ment for  services  performed  by  PE's  is  limited  to  services  provided  under  the 
direct  supervision  of  a  physician.  PE  services  are  commonly  rendered  without 
specific  charge  or  are  included  as  part  of  the  physician's  bill.  It  has  been  main- 
tained that  coverage  of  PE  services  where  there  is  no  direct  physician  involve- 
ment would  both  lower  program  costs  and  improve  the  beneficiaries'  access  to 
medical  care.  We  are  now  conducting  a  study  to  determine  the  cost  effectiveness 
of  several  options  for  reimbursement  for  PE  services. 

During  the  first  phase  of  this  study,  we  are  analyzing  two  groups  of  physician 
practices — those  with  physician  extenders  and  those  without — in  an  effort  to 
determine  the  possible  differences  in  practice  productivity,  organization,  and 
patient  population.  The  second  phase  of  this  study,  which  is  already  operational 
in  five  part  B  carrier  areas,  is  experimentation  with  different  methods  of  PE 
reimbursement.  Eventually  30  of  the  47  Medicare  carriers  will  be  reimbursing 
for  PE  services  for  up  to  2  years.  Our  evaluation,  after  the  2  years  of  experimen- 
tation, will  focus  on  the  capacity  of  physician  extenders  to  provide  high-quality 
health  care  to  Medicare  beneficiaries  at  less  cost  than  it  can  be  provided  under 
current  law. 

DURABLE  MEDICAL  EQUIPMENT 

Now  let  me  turn  to  another  area  of  research  in  which  this  Subcommittee  has 
expressed  particular  interest — Medicare  reimbursement  for  durable  medical 
equipment  (DME).  As  you  know,  section  245  of  the  1972  amendments  authorizes 
reimbursement  experiments  designed  to  eliminate  unreasonable  expenses  result- 
ing from  prolonged  rental  of  durable  medical  equipment.  We  have  financed 
through  private  contractors  the  design  of  three  new  reimbursement  systems. 
These  systems  involve :  ( 1 )  a  prepayment  plan  under  which  beneficiaries  would 
pay  a  fixed  monthly  amount  for  any  necessary  durable  medical  equipment;  (2) 
a  system  which  would  automatically  convert  the  durable  medical  equipment  from 
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rental  to  ownersliip  when  tlie  aggregate  rental  payment  equaled  the  reasonable 
charge  for  purchase  plus  one  month's  rent;  and  (3)  a  system  which  would  in- 
clude a  lump-sum  payment  for  new  and  used  equipment  coupled  with  a  rental- 
purchase  conversion  procedure.  After  careful  analysis  of  these  three  system 
designs,  we  have  determined  that  the  third  system  is  the  most  conducive  to  im- 
plementation at  this  time. 

Thus,  we  are  in  the  process  of  procuring  a  contract  to  conduct  a  2-  to  3-year 
experiment  which  would  provide  for  reimbursement  for  durable  medical  equip- 
ment on  a  lump-sum  basis  whenever  it  is  determined  that  a  lump-sum  payment 
would  be  more  economical  than  the  anticipated  period  of  rental  payment.  The 
experiment  would  also  include  incentives  to  beneficiaries  to  purchase  used  equip- 
ment whenever  the  purchase  price  is  at  least  25  percent  less  than  the  reasonable 
charge  for  new  equipment.  We  intend  to  evaluate  this  experiment  to  determine 
whether  or  not  the  new  reimbursement  system  represents  a  less  costly  means  of 
providing  durable  medical  equipment  and  whether  it  affects  the  quality  of  the 
durable  medical  equipment  or  services  provided  to  Medicare  beneficiaries.  It 
should  be  noted  that  DME  experimentation  will  have  limited  results  in  terms  of 
program  payoff,  since  the  total  expenditures  under  part  B  for  DME  in  the 
current  year  are  expected  to  be  only  about  $95  million. 

Meanwhile,  based  on  recent  advice  of  our  Office  of  the  General  Counsel,  steps 
have  been  initiated  within  the  Bureau  of  Health  Insurance  to  implement  section 
245  of  Public  Law  92-603  to  the  extent  feasible.  Work  is  now  being  done  (as  a 
step  in  the  development  of  new  regulations)  to  identify  the  policy  issues  and 
technical  problems  involved  in  implementing  section  245  and  to  determine 
alternatives  for  resolving  them. 

CONCLUSIO?^ 

While  we  have  encountered  many  problems  along  the  way,  we  are  confident 
that  our  expanding  research  programs  will  help  to  yield  solid  information  which 
will  assist  policymakers  in  both  the  executive  and  legislative  branches  to  knowl- 
edgeably  address  the  broad  issues  of  health  care  cost  containment  and  improve- 
ments in  the  organization  and  delivery  of  health  care. 

This  concludes  my  prepared  remarks.  My  colleagues  and  I  would  be  happy  to 
respond  to  any  questions  you  might  have. 

Mr.  Pickle.  I  see  in  your  statement  on  paae  9  of  your  testimony 
that,  ''based  on  preliminary  findings,"  of  studies  underway,  "we  can 
report  that  prospective  reimbursement  generally  exerts  a  modest  down- 
ward efFect  on  hospital  cost  increases  without  sacrificing  the  quality  of 
services  rendered  by  the  hospital." 

That  Avould  indicate  to  me  that  you  are  saying  that  this  looks  like 
it  might  be  a  good  or  better  approach,  that  it  does  reduce  the  cost  a 
little  bit.  and  that  it  does  not  reduce  the  quality. 

But  you  have  just  said  previous  to  that  that  it  doesn't  have  any  effect 
on  cost!!  Does  it,  or  doesn't  it  ? 

Commissioner  Cardwell.  No,  sir.  I  said  incentive  reimbursement, 
which  precedes  the  prospective  reimbursement  references  in  the  state- 
ment showed  us  fairly  conclusively  that  they  will  not  function  if  we 
depend  on  them  to  be  adopted  voluntarily  by  the  providers  of  services. 

The  remarks  about  early  insights  into  prospective  reimbursement 
need  to  be  qualified  very  carefully.  They  have  all  taken  place  in  a  con- 
strained, artificial  environment.  They  have  not  functioned  freely  in 
what  is  a  verv  free  market  system. 

That  would  be  an  entirely  different  matter  aud  we  wouldn't  want  to 
conclude  that  they  would  function  uniformly  and  effectively  and  at 
the  same  time  restrain  costs  without  interfering  with  some  other  values 
that  tliis  society  has  so  far  decided  to  preserve. — a  person's  freedom  to 
choose  his  physician.  .     t  ^ 

Delivery  choices  on  the  part  of  the  policymakers  m  the  (jovernment 
would  not  interfere  in  deciding  the  course  of  treatment.  So  far  we 
have  decided  not  to  interfere  in  establishing  the  costs  of  or  the  billing 
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for  such  treatment.  We  have  drawn  some  lines  as  to  how  mucli  the 
Federal  Government  wonJd  reirubnr-.sr',  but  we  have  not  crossed  over 
the  line  that  says  the  Federal  Goverument  can  effectively  take  on  the 
role  of  literally  i^rescribing  what  shall  be  char|:red  for  what  service. 

It  wouid  Hc-i'jn  that  is  a  very  serious  matter  to  contemplate. 

Mr.  Pickij:.  I  would  like  to  know  this.  You  may  not  be  able,  either 
you  or  the  Secretary,  to  tell  me  now,  but  I  would*  like  to  know  undei' 
the  progi-ams  mandated  by  the  Medicare  Act,  as  amended,  how^  much 
have  you  spent  on  research  and  development  Ijetween  19G7  and  1972 
and  between  1972  and  now  ? 

I  think  that  would  be  of  interest  to  the  Congress. 

Commissioner  (Jakdwell.  Between  1907  and  1972,  sometljin^r  in  ex- 
cess of  about  $4.5  million  was  spent  in  direct  costs  for  uki i)?i;rin2'  re- 
search and  experimentation.  Since  that  time,  we  have  spent  about  $15 
million.  On  prospective  reimbursement  our  budget  this  year  calls  for 
spending  about  $5  million.  We  have  12  projects  underway,  and  5  that 
are  nearing  operating  status. 

Mr.  Pickle.  One  la,st  thing,  Mr.  Cardwell.  Did  I  understand  you  to 
say  that  you  were  not  making  any — or  rather,  did  I  understand  you 
to  say  that  from  what  little  you  knew  about  the  facts  as  estal^lished 
on  a  cost-saving  incentive  program,  it  would  be  a  questionable  ap- 
proach right  now? 

Commissioner  Cardwele.  Yes.  Based  on  basic  cost  incentive  devices 
that  we  experimented  with  during  the  period  1968  to  1972  or  1973. 

I  wouldn't  want  to  make  that  statement  about  prospective  reim- 
bursement. In  fact,  I  think  our  judgment  so  far  is  that  it  off'ers  a 
good  prospect,  but  it  is  quite  clear  that  prospect  will  always  pose  for 
the  Congress  some  very  tough  future  choices.  I  don't  think  you  can 
liave  prospective  reimbursement  without  probably  inviting  some  forms 
of  int(irference  that  do  not  now  exist. 

Mr.  Pickle.  If  you  use  the  prospective  reimbursement  approach, 
for  what  length  of  time  probably  w^ould  you  be  locked  into? 

Commissioner  Cardwell.  Let's  divide  that  into  two  parts.  Bas(ul  on 
the  experiments  we  are  saying  it  is  going  to  be  1978  or  1979  before  we 
would  have  well-thought-through  analyses  that  we  could  lay  before 
the  (yongress,  although  I  think  we  should  commit  ourselves  to  report 
to  the  Congress  during  the  interiuh 

J5ut  once  you  make  the  public  policy  choice  t/O  use  that  system,  it 
would  become  permanent  and  would  not  have  self-limiting  time  fea- 
tures. I  doubt  that  we  could  afford  nationally  to  move  to  one  system 
and  then  2  or  3  years  later  move  again  to  still  another  system. 

It  would  probably  be  wise  if  we  think  this  through  very  carefully 
and,  once  we  make  a  move,  go  ahead  and  make  it. 

Mr.  Pici^LE.  I  believe  you  misunderstood  my  question.  I  wouldn't 
T'(H'ommend  to  set  up  one  system  and  say  that  it  is  going  to  b(^.  for  1  year 
or  2  years  or  for'ever  

(Commissioner  Cardwell.  I  see. 

Mr.  Pi(;kle  [continuing].  The  period  of  the  allocable  costs  that  you 
base  your  reimbursement  on. 

Comniission(U'  CUrdwell.  I  v/ould  like  i:o  ask  others  who  are  more 
knowledgciible  to  speak  on  it.  My  theory  is  that  it  should  be  a  system 
that  is  ronstantly  being  updated,  that  rolls  with  experience,  and  that 
as  experience  and  changing  circumstances — the  introduction  of  new 
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tecliniques,  new  approaches  to  practice,  new  modes  of  delivery — come 
into  play  the  system  would  automatically  adjust  in  anticipation  of 
the  etfect  of  such  change. 

Any  system  has  to  be  based  on  past  experience,  and  it  should  keep  a 
running  account  and  should  be  self-adjusting  as  time  moves.  That 
would  be  my  theory. 

I  think  others  here  probably  agree  with  me. 

Mr.  Vaxder  Veen.  I  would  like  to  see  if  the  members  of  the  panel 
agree  with  this  statement. 

Fii-st,  there  is  agreement  among  us  all  as  to  the  necessity  of  making 
a  determination  as  to  which  agencies  shall  have  the  responsibility 
within  HEW  for  the  effectuating  of  section  222  and  section  402. 

Second,  with  reference  to  the  line  of  questions  by  the  gentleman 
from  Texas  and  the  responses  by  the  Commissioner,  while  I  don't  think 
anyone  would  disagree  with  you,  Commissioner — that  is,  no  Member 
of  CongTess  would  disagree  with  your  statement — as  I  understand  it, 
it  would  not  be  desirable  to  launch  off  suddenly  in  the  direction  that 
you  described.  On  the  other  hand,  I  think  there  is  a  feeling  in  Con- 
gress that  something  like  $20  million  has  been  expended  here  over 
this  period  of  time  and  that  no  recommendations  have  been  received 
from  HEW. 

Commissioner  Cardwt:ll.  I  think  that  is  a  valid  concern.  Since  I 
think  the  Social  Security  Administration  has  been  involved  in  this 
whole  process  for  longer  and  to  a  greater  extent  than  the  other  ele- 
ments of  HEW,  I  think  we  sliould  take  the  burden  of  that  criticism.  I 
think  part  of  the  criticism  that  we  must  absorb  is  our  failure  to  feed 
back  to  the  Congress  on  a  timely  basis  the  record  and  what  we  were 
and  were  not  doing. 

As  I  noted,  we  already  have  some  conclusions  on  the  cost  incentive 
results  that  we  probably  would  not  have  reported  to  you  had  it  not 
been  for  this  hearing. 

Mr.  Vaxder  Veen.  That  is  gratifying.  I  hope,  if  I  might  interrupt, 
as  a  further  consequence  of  this  hearing  we  can  look  for  some  further 
recommendations  and  the  public  can  see  something  for  their  $20 
million. 

Commissioner  Cardwell.  Could  I  make  a  comment  on  that  point? 
I  think  we  should  here  and  now  commit  ourselves  to  some  regular  re- 
porting back  to  the  Congress  as  we  pass  various  stages  of  the 
processes. 

I  would  like  to  make  quite  clear,  if  I  can,  that  you  shouldn't  expect 
in  the  propsective  reimbursement  area,  for  example,  that  the  experi- 
ments themselves  will  necessarily  produce  a  clear-cut  answer. 

;Mr.  Vander  Veex.  I  don't  think  that  I  meant  to. 

Commissioner  Cardwell.  My  guess  is  that  it  will  not. 

Mr.  Vaxder  Veex.  I  don't  think  I  meant  to  imply  that.  I  hope  it  is 
somewhat  clear,  but  I  don't  think  I  meant  to  imply  that  there  would 
be  answers  which  would  be  panaceas.  We  would  like  to  know  if  some- 
thing cannot  be  done  as  well  as  whether  or  not  something  can  be  done. 

The  main  point,  I  think,  that  has  been  brought  out  today— if  I  may 
continue  to  interrupt— is  that  there  are  experiments  which  have  been 
brought  to  the  attention  of  HEW.  People  have  tried  valiantly  over 
a  long  period  of  time  to  implement  cost-saving  ideas  in  the  field  of 
health  care  and  have  been  bogged  down  for  a  great  variety  of  reasons. 
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AU^we  are  asking,  really,  is  that  there  be  concerted  effort  within 
HEW  and  all  of  its  agencies  to  do  a  more  efficient  job  of  effectuating 
these  two  sections. 

Mrs.  Lyxch.  Mr.  Chairman,  I  would  like  to  comment  on  that. 

Having  spent  10  years  in  the  State  legislature,  I  am  extremely  aware 
of  the  kind  of  concern  that  Congress  has  in  not  getting  timely  reports 
from  us. 

I  certainly  told  Mr.  Cardwell  and  Dr.  Cooper  that  I  fully  expect 
that  we  will  do  this.  The  Secretary  feels  just  as  strongly  as  I  do.  I 
would  also  like  to  point  out  to  you  that  my  experience  has  shov»m  that 
both  of  these  gentlemen  have  been  extremely  cooperative  in  trying 
to  work  with  me. 

I  look  forward  to  working  with  you  and  the  committee  in  the  next 
few  months  in  trying  to  produce  that  kind  of  information  for  3^ou. 

Mr.  Vaxder  Veex.  I  appreciate  that  very  much.  I  appreciate  your 
statement  also  and  the  attitude  of  all  of  you  and  your  cooperation. 
We  will  look  forward  very  much  to  a  quick  resolution  of  these  matters 
and  to  hearing  from  you  soon. 

I  thank  you  all. 

Dr.  Cooper.  Thank  you. 

Mrs.  Lynch.  Thank  you. 

Commissioner  Cardw^ell.  Thank  you. 

Mr.  Vaxder  Veex.  This  hearing  will  be  adjourned. 

[Whereupon,  at  4:14  p.m.  the  hearing  was  adjourned.] 

[The  following  was  submitted  for  the  record.] 

[The  following  memoranda  point  out  the  serious  problems  that  HEW  had  with 
delegation  of  responsibility  for  experimentation  under  section  222.] 

MEMORANDUM 

Department  of  Health,  Education,  and  Welfare, 

Social  Security  Administration, 

March  19, 1976. 

To :  Associate  Commissioner  for  Management  and  Administration. 
From  :  Associate  Commissioner  for  Program  Policy  and  Planning. 
Subject:  Delegation  of  authority — sections  402(a)  of  the  Social  Security  Amend- 
ments of  1967,  as  amended  by  section  222(b)  (1)  of  the  1972  amendments; 
and  section  222(a)  of  the  Social  Security  Amendments  of  1972— ACTION. 
No  formal  delegations  of  authority  have  been  made  by  the  Secretary  for 
implementation  of  any  of  the  areas  of  exiierimentation  specified  in  Section  402  (a) , 
as  amended,  or  in  Section  222.  However,  members  of  the  staff  of  the  Office  of 
Administrative  Appraisal  and  Planning  (OAAP)  have  informed  us  that  SSA 
has  such  authority  via  Section  1875(b)  of  title  XVIII  of  the  Social  Security  Act. 
Section  1875(b)  reads: 

"The  Secretary  shall  make  a  continuing  study  of  the  operation  and  admin- 
istration of  the  insurance  programs  under  parts  A  and  B  (including  a  validation 
of  the  accreditation  process  of  the  Joint  Commission  on  the  Accreditation  of 
Hospitals,  the  operation  and  administration  of  health  maintenance  organiza- 
tions authorized  by  Section  226  of  the  Social  Security  Amendments  of  1972.  the 
experiments  and  demonstration  projects  authorized  by  Section  402  of  the  Social 
Security  Amendments  of  1967,  and  the  experiments  and  demonstration  projects 
authorized  by  Section  222(a)  of  the  Social  Security  Amendments  of  1972),  and 
shall  transmit  to  the  Congress  annually  a  report  concerning  the  operation  of 
such  progTams." 

As  the  Commissioner  has  been  delegated  authority  for  the  continuing  admin- 
istration of  title  XVIII,  OAAP  believes  that  a  strong  case  exists  for  attaching 
that  authority  to  Sections  402(a),  as  amended  and  222  as  well,  due  to  their 
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specific  mention  in  Section  1875(b).  We  agree  that  a  case  can  be  made  for  such 
au  implication  of  authority.  However,  we  are  concerned  (as  is  OGC)  that  legal 
problems  can  arise  because  of  the  lack  of  formal  delegations. 

We  understand  that  OAAP  has  been  preparing  a  package  to  the  Secretary 
which  will  include  a  request  that  authority  for  implementation  of  Section  402 
(a),  as  amended,  and  222(a)  be  delegated  to  the  Commissioner.  This  package  is 
comprehensive  and  includes  all  statutes  alfecting  SSA  which  have  miclear  lines 
of  authority.  Of  course,  it  has  taken  a  considerable  amount  of  time  to  assure 
that  all  pertinent  statutes  are  included  and  that  necessary  legal  clearances 
have  been  obtained.  We  would  suggest,  therefore,  that  if  the  package  is  not  going- 
forward  within  30  days,  that  delegation  requests  pertaining  to  Sections  402(a), 
as  amended,  and  222(a)  be  separated  from  the  comprehensive  package  and  sent 
forward  to  the  Secretary. 

The  Commissioner  has  indicated  his  approval  of  preparing  papers  requesting 
that  the  Secretary  delegate  authority  for  implementing  the  provisions  of  Section 
402(a),  as  amended,  which  pertain  to  clinical  psychology  experimentation  (note 
attached  concurrence  from  the  Commissioner  to  our  memo  of  December  23,  1975). 
We  believe  that  this  supports  our  request  that  steps  he  taken  to  obtain  experi- 
mental authorities  as  soon  as  possible. 

Please  proceed  with  whatever  steps  must  be  taken  to  obtain  a  formal  delegation 
of  authority  from  the  Secretary  to  the  Commissioner  for  implementation  of 
Section  402(a)  of  the  1967  Amendments,  as  amended  by  Section  222(b)(1) 
of  the  1972  Amendments,  and  of  Section  222(a)  of  the  Social  Security  Amend- 
ments of  1972.  The  delegation  papers  going  to  the  Secretary  should  specify  that 
the  Commissioner's  authority  may  be  redelegated.  The  Commissioner  would  then 
retlelegate  his  authority  to  me.  and  I  would  in  turn  redelegate  to  the  Assistant 
Commissioner  for  Research  and  Statistics.  We  would,  of  couree,  be  glad  to  furnish 
any  additional  infornuition  you  may  need  in  forwarding  this  request. 

Elimer  W.  Smith. 

Attachment :  Tab  A— Memorandum  of  December  28,  1975.  OPPP  to  the  Com- 
missioner— Assignment  of  lead  agency  responsibility  for  clinical  psychologists 
reimbursement  experiment  as  authorized  under  section  222  of  Public  Law  92-603. 

MEMORANDUM 

Department  of  Health,  Education,  and  Welfare, 

Social  Security  Administration, 

Decemhcr  23, 1975. 

To  :  Mr.  James  B.  Cardwell,  Commissioner  of  Social  Security. 

From  :  Acting  Associate  Commissioner,  Office  of  Program  Policy  and  Planning. 

Subje<:'t :  Assignment  of  lead  agency  responsibility  for  clinical  psychologists 

reimbursement  exepriment  as  authorized  under  section  222  of  Public  Law 

92-603— ACTION. 

We  concur  with  the  December  12  memorandum  from  the  Assistant  Secretary  for 
Health  to  the  Commissioner  assigning  SSA  lead  responsibility  for  the  Medicare 
clinical  psychologist  reimbursement  experiment.  This  is  appropriate  because  many 
of  the  oiierational  aspects  of  the  project  are  similar  to  the  Physician  Extender 
Study  and  the  Medicare  statistical  system  is  essential  for  evaluating  the  experi- 
ment. Also,  the  Senate  Finance  Committee  staff  has  strongiy  made  their  view 
known  that  SSA  should  be  assi^ed  responsibility,  since  little  action  has  taken 
phice  in  the  three  years  following  legislative  enactment  of  the  experimental 
provision.  Without  an  exijerimental  project  in  place  soon,  it  is  quite  likely  a  full 
scale  provision  to  reimburse  clinical  psychologists  would  be  enacted.  It  is  our 
belief  that  conducting  a  reimbursement  experiment  would  shed  considerable 
light  on  the  merits  and  problems  with  a  full  scale  provision,  thus  we  have  begun 
to  plan  an  experiment. 

)We  therefore  recommend  that  you  approve  our  proceeding  to  develop  and 
implement  an  experiment;  ask  OMA  to  prepare  the  necessary  delegation  of 
authority  papers  to  be  sent  to  the  Secretary  ;  and  that  the  experimental  authority 
be  redelegated  to  OPPP  when  approved  by  OS. 

John  J.  Carroll. 

Decision  :  Approved  January  2, 1976. 
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MEMORANDUM 

Department  of  Health,  Education,  and  Welfare, 

Office  of  the  Assistant  Secretary  for  Health, 

March  29, 1976. 

To  :  Commissioner,  'Social  Security  Administration. 
From  :  Assistant  Secretary  for  Heaitli. 

Subject :  Replies  to  Representatives  Y anik  and  Vander  Veen  on  DHEW  health 
financing  research  :  PHS/S'SA  relationships. 
I  have  recently  reviewed,  personally  and  intensively,  the  problems  v^e  have  been 
having  on  "Section  222"  research.  It  is  clear  that  in  order  for  the  Department 
to  respond  adequately  to  the  repeated  inquiries  from  Representative  Vanik  and 
to  the  most  recent  letter  from  Representative  Vander  Veen  (Tab  A),  it  will  be 
necessary  for  us  to  resolve  several  issues  of  program  definition  and  responsibility. 
In  the  best  interest  of  the  affected  programs  and  the  Department's  overall  mis- 
sion, we  need  to  clarify  : 

1.  Current  assignment  of  responsiMlities. — ^^The  enclosed  memo  from  then- 
Under  Secretary  Carlucci  and  the  1973  Implementation  Plan  (Tab  B)  represent 
the  only  ofiicial  statements  on  assignments  of  responsibility  for  'Section  222  re- 
search. I  understand  that  there  is  a  request  for  the  full  delegation  to  ^SSA  of  Sec- 
tion 222  authority  under  consideration  within  the  SSA  at  this  time.  We  need  to 
clarify  our  lines  of  responsibility  for  this  important  area  of  research,  and  to 
resolve  the  delegation  question  before  the  Oversight  Hearings  on  tiiis  subject 
before  the  Ways  and  Means  Committee  now  scheduled  for  the  last  week  in  April. 

2.  Definition  of  ''Section  222"  Research. — ^Part  of  our  past  difliculties  in  health 
financing  research  appear  to  stem  from  too  narrow  a  view  of  what  "iSection  222 
research"  encompasses.  Section  222  of  the  Social  Security  Amendments  of  1972 
added  important  additional  authority  for  the  granting  of  waivers,  and  expanded 
the  Department's  authorities  for  the  conduct  of  health  financing  research.  In  my 
view,  a  too  narrow  interpretation  of  "222"  research  has  inhibited  the  Depart- 
ment's ability  to  impart  to  the  Congress  a  full  "understanding  of  DHEW  re- 
search relevant  to  the  purposes  of  Section  222."  "Section  222"  research  is  not 
just  waiver  research,  but  encompasses  a  wide  range  of  health  financing  and  health 
services  research  supported  and  conducted  by  many  components  of  the  Depart- 
ment. To  restrict  the  reports  to  the  Ways  and  Means  Committee  to  "222"  waiver 
research  gives  a  distorted  picture  of  the  substance,  objectives,  and  full  extent 
of  the  Department's  involvement  and  commitment  in  this  important  area  of 
research.  This  narrow  intei-pretation  has  also  permitted  the  Congress  to  errone- 
ously conclude  that  the  Department  has  neglected  research  in  the  substantive 
areas  of  222  research  as  is  evidenced  in  the  Vander  Veen  letter  of  March  22  (Tab 
A)  and  the  March  22  Congressional  Record  statement  by  Oversight  Committee 
Chairman  Vani,  Tab  C ) . 

3.  Reimdtirsement  for  experimental  intermediary  costs. — Mr.  De  George  has 
recently  written  to  the  Executive  Oflicer  of  the  PHS  asking  for  assistance  in 
resolving  long-standing  confusion  and  dispute  about  who  should  justify  and  pay 
the  costs  associated  with  the  benefit-package  experimentation  funded  by  the 
National  Center  for  Health  Services  Research.  Mr.  Moure  has  now  responded  to 
Mr.  De  George,  making  clear  our  firm  view  that  the  expertise  gained  through 
the  design  and  implementation  of  these  experimental  reimbursement  systems  is 
critically  important  and  should  be  maintained  and  developed  within  the  Depart- 
ment. We  have  developed  an  extraordinarily  good  working  relationship  with  the 
Division  of  Direct  Reimbursement,  Bureau  of  Health  Insurance,  through  these 
experimental  fiscal  intermediary  functions.  I  am  distressed  to  hear  that  this 
excellent  imit  may  be  deactivated,  as  a  consequence  of  this  budetary  dispute, 
since  to  disband  this  resource  would  effectively  destroy  our  experiments.  I  con- 
tinue to  believe  that  the  payment  of  the  intermediary  costs  for  the  benefit- 
package  experiments  is  an  appropriate  contribution  of  the  'SSA  to  these  experi- 
ments in  which  the  PHS  and  'SSA  have  a  strong  mutual  interest. 

It  is  especially  important  for  us  to  clarify  these  issues  before  the  Oversight 
Hearings  of  the  Ways  and  Means  Committee.  It  also  seemed  important  for  me 
to  express  my  perception  of  these  issues  in  preparation  for  our  discussion. 

Theodore  Cooper,  M.D. 
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[The  following  is  a  further  example  of  the  bureaucratic  delays  that  plague 
HEW.  Uuder  section  109  of  Public  Law  94-182,  a  section  regarding  medicare  re- 
imbursement for  services  provided  by  optometrists,  the  Secretary  of  HEW  was 
required  to  submit  to  Congress  a  report  concerning  the  feasibility  of  reimburse- 
ment : 

"study  regarding  coverage  under  part  b  of  medicare  for  certain  services 
provided  by  optometrists 

"Sec  109.  Tlie  Secretary  of  Health,  Education,  and  Welfare  shall  conduct  a 
study  of.  and  submit  to  the  Congress  not  later  than  4  months  after  the  date  of 
enactment  of  this  section  a  report  containing  his  findings  and  recommendations 
with  respect  to,  the  appropriateness  of  reimbursement  under  the  insurance  pro- 
gram established  by  part  B  of  title  XVIII  of  the  'Social  Security  Act  for  services 
performed  by  doctors  of  optometry  'but  not  presently  recognized  for  purposes  of 
reimbursement  with  respect  to  the  provision  of  prosthetic  lenses  for  patients 
with  aphakia." 

Public  Law  94-182  was  enacted  on  December  31,  1975.  and  required  a  report 
to  the  Congress  "not  later  than  four  months"  after  its  enactment  (i.e.,  by 
April  30).  The  following  letter,  received  by  Cong.  Vanik  on  July  16,  shows  that 
the  report,  already  2  months  overdue,  is  still  not  finished :] 

Department  of  Health,  Education,  and  Welfare, 

Washington,  D.G.,  July  IJf,  1976. 

Hon.  Charles  A.  Vanik, 
Clidirman,  Suhconimittee  on  Oversight, 
Committee  on  Ways  and  Means, 
Washington,  B.C. 

Dear  Mr.  Vanik  :  Commissioner  of  Social  Security  James  Cardwell  has  asked 
me  to  reply  to  your  letter  of  June  14,  1976,  about  the  status  of  the  Department's 
study  regarding  coverage  under  Part  B  of  Medicare  for  certain  services  provided 
l)y  optometrists.  The  Health  Resources  Administration  of  the  Public  Health 
Service  has  the  primary  responsibility  for  this  study  required  by  the  Social  Se- 
curity Amendments  Act  of  1975  (P.L.  94-182).  The  Act  also  requires  that  we 
submit  to  the  Congress  a  report  containing  our  findings  and  recommendations 
based  on  the  study. 

A  draft  of  the  report  is  now  being  reviewed.  We  are  attempting  to  conclude  our 
delilteration  as  quickly  as  possible  while  giving  thoughtful  consideration  to  the 
impact  of  any  recommendation  on  the  quality  and  cost  of  health  care.  Thank  you 
for  your  interest  in  the  report. 
Sincerely  yours, 

Theodore  Cooper,  M.D.. 
Assistant  Secretary  for  Health. 


National  Council  of  Health  Care  Services, 

Washington,  B.C.,  May  10,  1976. 

Subcommittee  on  Oversight, 
Committee  071  Ways  and  Means, 
U.S.  House  of  Representatives, 
Washington,  B.C. 

Dear  Sir  :  In  follow-up  to  our  conversation  regarding  Section  222  of  Public  Law 
92-603.  I  am  sending  with  this  letter  copies  of  two  projects  which  directly  relate 
to  the  proposed  RFP  which  SSA  w-ill  issue  "in  the  spring  of  1976"  for  prospective 
reimbursement  in  long  term  care. 

You  may  recall  that  I  mentioned  the  needless  duplication  of  government  con- 
tracts which  are  awarded  and  I  feel  this  is  another  example  of  just  that.  While 
PIEW  is  talking  about  a  new  RFP  on  costs  of  services  in  long  term  care,  rates  of 
return,  and  case  studies  in  their  letter  to  your  Subcommittee,  much  of  this  M'ork 
has  already  been  or  is  well  underway  towards  completion,  as  evidenced  by  the 
attaclied  papers  from  Applied  Management  Sciences  and  the  Urban  Institute. 

It  would  be  nice  if  HEW  could  get  its  act  together,  and  I  know  that  is  one  of 
the  things  the  Subcommittee  on  Oversight  is  trying  to  bring  about. 

Please  let  us  know  if  we  can  be  of  an  assistance  to  you  or  to  your  Subcommittee. 
Yours  very  truly, 

Donna  R.  Barnako. 
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[Abstract  of  study  undertaken  for  HEW  (Office  of  Secretary)  begun  last  September  by 
Urban  Institute,  Washington,  D.C.] 

Nursing  Home  Supply  and  Utilization,  1964-74 

The  objective  of  this  study  is  to  develop  a  thorough  understanding  of  the  de- 
terminants and  patterns  of  growth  of  the  nursing  home  and  related  facility  in- 
dustry between  1964  and  1974.  Although  the  fact  of  rapid  growth  in  the  supply 
and  use  of  nursing  homes  is  widely  recognized,  aspects  of  that  growth  often 
are  ignored.  Growth  rates,  for  example,  were  not  uniform  but  varied  widely 
among  states.  Thus  between  1960  and  1973,  six  states  experienced  annual  growth 
rates  higher  than  12  percent  and  six  others  experienced  growth  rates  lower  than 
5  percent.  Second,  growth  did  not  proceed  evenly  but  occurred  at  widely  varying 
rates  over  the  period. 

It  also  is  widely  assumed  that  nursing  home  supply  increases  were  stimulated 
primarily  by  the  Medicaid  and  Medicare  programs.  This  view,  however,  both 
fails  to  explain  rapid  increases  prior  to  implementation  of  those  programs  and 
neglects  other  changes  whose  influence  may  have  exceeded  that  of  new  medical 
finance  programs.  These  include  the  proportion  of  the  elderly  who  are  very  old, 
the  declining  use  of  mental  hospitals,  the  increased  participation  of  women  in 
the  labor  force,  rising  incomes  and  so  on. 

This  study  will  analyze  variations  across  time  and  place  in  nursing  home 
growth  and  utilization  in  an  effort  to  understand  how  program,  demographic, 
economic,  and  social  forces  interacted  in  stimulating  the  nursing  home  industry. 
Additionally,  it  will  attempt  to  identify  the  roles  played  by  program  character- 
istics (reimbursement  policy,  eligibility  standards,  direct  controls,  etc.)  as  well 
as  by  market  forces  such  as  occupancy  rates.  It  will  focus,  moreover,  not  only  on 
overall  growth  but  also  on  the  distribution  of  increases  between  different  levels 
of  care  and  types  of  facility  ownership. 

The  project  will  review  existing  writings  in  the  area,  will  collect  and  assemble 
quantitative  and  qualitative  data,  and  will  use  both  informal  analysis  and  formal 
quantitative  techniques  to  interpret  the  collected  data.  A  substantial  proportion 
of  the  total  project  effort,  how^ever,  will  be  devoted  to  the  collecion  of  information 
and  data  from  twelve  states.  This  is  necessitated  by  two  considerations.  First, 
only  sparse  data  are  available  nationally  on  several  of  the  quantitative  dependent 
and  independent  variables  in  which  we  are  interested.  Second,  it  is  impossible  to 
identify  from  published  sources  most  of  the  major  and  minor  details  of  state  policy 
which  may  have  impacted  on  the  rate  and  pattern  of  nursing  home  growth. 
Through  visits  to  the  states  involving  conversations  with  present  and  former  offi- 
cials, we  plan  both  to  develop  chronologies  of  state  policies  and  to  accumulate 
insights  and  analysis  concerning  the  effects  of  those  policies  on  the  course  of  the 
nursing  home  industry.  Information  thus  developed  will  be  one  of  the  primary 
bases  for  our  informal  analyses  of  growth  trends  and  \^'ill  assist  in  the  formula- 
tion of  hypotheses  for  more  formal  quantitative  testing. 

The  project  is  funded  by  an  H.E.W.  contract.  It  will  last  eighteen  months  and 
will  produce  a  final  report  of  its  findings  in  April,  1977. 


Report  on  Systems  of  Reimbursement  for  Long-Term  Care  (LTC)  Services^ 

Executive  Summai'y 
introduction 

The  nursing  home  industry  is  clearly  becoming  a  major  component  within  the 
health  care  delivery  system.  Over  the  last  two  decades  the  volume  of  service  as 
well  as  the  expenditures  for  long-term  care  have  risen  dramatically,  both  in 
absolute  terms  and  in  relation  to  the  acute-care  hospital  sector.  Given  the  sub- 
stantial growth  in  the  LTC  industry,  the  need  to  study  existing  reimbursement 
systems  is  increased  by  the  realization  that  almost  60  percent  of  LTC  expendi- 
tures is  made  from  public  funds. 

The  Medicaid  program  is  administered  by  the  Social  and  Rehabilitation  Service 
of  DHEW,  and  it  is  incumbent  on  SRS  to  develop  criteria  to  help  ensure  the  efii- 
cient  administration  of  the  program  and  to  review  states'  implementation  of  the 


1  Prepared  by  Applied  Management  Services  for  National  Center  for  Health  Services 
Research,  Health  Resources  Administration,  Department  of  Health,  Education,  and 
Welfare,  April  7,  1976,  in  fulfillment  of  contract  No.  HRA  106-74^186. 


113 


prescribed  criteria.  This  responsibility  is  particularly  important  this  year  in  light 
of  Section  249  of  P.L.  92-603,  which  prescribes  that  payment  for  services  to 
skilled  and  intermediate  care  facilities  under  the  Medicaid  program  must  be 
made  on  a  reasonable  cost-related  basis,  elective  July  1,  1976.  Applied  Manage- 
ment Sciences  has  found  that  nine  states  had  flat-rate  systems  as  of  January, 
1975. 

The  purpose  of  this  project  was  to  review  the  LTC  reimbursement  systems  cur- 
rently in  use  as  well  as  systems  that  have  been  proposed  by  states  or  independent 
researchers  in  an  effort  to  identify  those  systems  or  features  of  systems  which 
best  facilitate  the  achievement  of  objectives  related  to  public,  institutional  reim- 
bursement. The  study  included  the  conduct  of  three  state-level  conferences  and 
one  national  conference  on  critical  issues  in  LTC  reimbursement.  The  state  con- 
ferences focused  on  the  Medicaid  reimbursement  systems  of  Colorado,  New  York, 
Illinois  and  Minnesota. 

Volume  I  of  the  Final  Report  consists  of  analysis  of  seven  general  issues  which 
must  be  addressed  in  the  development  of  a  reimbursement  system.  The  issues, 
each  of  which  is  incorporated  into  a  chapter  of  the  report,  are  as  follows :  Pro- 
spective and  retroactive  payment :  Units  of  payment ;  Cost  of  capital ;  Profit ; 
Allowable  costs  ;  Cost  reporting  and  auditing  requirements ;  and  Cost,  perform- 
ance, and  quality  standards. 

Within  each  chapter,  a  quantitative  summary  of  applicable  state  practices  is 
presented,  followed  by  an  analysis  of  the  impact  of  each  major  alternative  on 
the  quality,  cost,  and  accessibility  of  long-term  care  services.  The  appropriateness 
and  acceptability  of  each  alternative  is  then  discussed  from  both  the  state  and 
Federal  perspective.  AMien  indicated,  the  alternatives  are  ranked  including  a 
recommendation  as  to  the  optimal  approach.  There  are  an  infinite  number  of 
reimbursement  systems  that  could  evolve  from  combinations  of  features  dis- 
cussed in  the  report.  The  usefulness  of  the  analysis  is  intended  to  stem  from  the 
need  to  evaluate  specific  features  of  reimbursement  systems  that  might  he  pro- 
posed, rather  than  to  recommend  the  model,  complete  system. 

Volume  II  of  the  Final  Report  contains  the  proceedings  of  conferences  on  long- 
term  care  reimbursement,  including  the  seven  papers  prepared  for  delivery  at  the 
national  conference.  Volume  III  is  a  compilation  of  background  materials  devel- 
ope<l  for  tlie  study,  including  a  comprehensive  bibliography,  a  summary  of  the 
results  of  a  nationwide  survey  on  reimbursement  issues,  and  individual  synopsies 
of  the  state  Medicaid  reimbursement  systems. 

Tlie  remainder  of  this  document  consists  of  a  summary  of  Applied  Management 
Sciences'  recommendations  pertaining  to  the  major  issues  listed  above. 

ANALYSIS  AND  EECOMMENDATIONS 

Prosprctire  versus  retroactive  payment 

Rates  have  traditionally  been  established  retroactively  ;  that  is,  based  on  actual 
costs  incurred  during  a  period.  Prospective  reimbursement  provides  for  establish- 
ment of  a  payment  rate  prior  to  a  period,  with  a  penalty  for  operation  above  the 
prescilbed  rate  and  an  incentive  payment  for  operation  significantly  helow  the 
target  rate.  Prospective  payment  is  endorsed  because  it  introduces  a  strong 
incentive  for  cost  containment,  allows  the  fiscal  agent  an  element  of  control  over 
the  industry  norm  for  inflation  in  cost,  and  encourages  the  development  of  budget- 
ing and  control  procedures  by  providers. 

Several  issues  of  system  for  prospective  reimbursement  have  been  addressed. 

1.  Voluntary  participation  for  providers  is  discouraged  as  inconsistent  with 
the  objective  of  cost  control. 

2.  Detailed  review  of  prospective  budgets  is  recommended  only  for  proposed 
changes  in  facilities  and  services  which  significantly  change  the  cost  'base  on 
which  a  rate  of  inflation  is  predicted. 

o.  A  minimum  level  of  cost  categorization  is  needed  to  assure  accuracy  of 
prediction.  An  appropriate  model  would  be  prediction  based  on  separate  economic 
indicators  (e.g..  wholesale  price  indices)  for  the  following:  Salaries  and  fringe 
benefits ;  non-labor  expenses — administrative  and  general ;  household  and  main- 
tenance ;  dietary,  and  professional  care. 

4.  Retroactive  adjustment  of  the  payment  rate  should  be  allowed  only  on  an 
exception  basis,  with  criteria  published  listing  the  unusual  circumstances  for 
which  an  appeal  will  be  considered. 

o.  A  system  should  involve  both  penalty  and  honus  payments,  although  sharing 
of  the  penalty/bonus  between  the  fiscal  agent  and  individual  facilities  is  an 
appropriate  local  option. 
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Units  of  payment 

Three  issues  are  discussed  in  this  chapter,  each  of  which  must  be  considered 
separately  in  the  design  of  a  reimbursement  system. 

First,  calculation  of  reimbursement  rates  based  on  groups  of  facilities  rather 
than  individual  facilities  is  advocated.  In  a  retroactive  system,  this  approach 
provides  an  otherwise  lacking  incentive  for  cost  containment.  The  grouping  of 
facilities  should  be  based  on  cost-influencing  variables  which  are  not  within  the 
control  of  providers  in  the  short  run.  The  most  effective  of  such  variables  are  bed 
size  and  factor  prices  (e.g.,  a  wage  index)  though  patient  mix  and  ownership 
(i.e.,  governmental  versus  nongovernmental)  are  also  applicable.  The  best  use 
of  group  averages  is  to  establish  maximum  limits  on  cost  elements,  rather  than 
to  use  the  group  average  itself  as  the  reimbursement  rate. 

The  second  decision  involves  facility  versus  patient-specific  reimbursement 
rates.  Several  states  have  adopted  point  systems  that  measure  patients  needs 
(e.g.,  incontinency,  tube-feeding)  as  the  basis  of  patient-specific  reimbursement, 
and  this  has  the  important  advantage  of  discouraging  discrimination  against  po- 
tentially high-debility  patients.  However,  relating  the  approach  to  actual  cost  is 
difficult,  current  systems  are  costly  to  administer,  and  the  potential  exists  for 
providers  to  overclassify  patients  in  order  to  maximize  reimbursement.  Patient- 
specific  reimbursement  should  be  avoided  until  models  being  developed  (includ- 
ing one  by  Applied  Management  Sciences)  have  been  thoroughly  tested. 

Alternative  units  of  payment  that  have  been  proposed  for  LTC  reimbursement 
are  case,  person  (capitation),  specific  services,  and  total  budget.  While  these 
approaches  have  definite  applicability  to  other  sectors  (e.g.,  HMOs,  acute-care 
hospitals) ,  the  traditional  patient  day  is  recommended  for  long-term  care. 

Cost  of  capital 

In  order  to  maintain  the  existing  level  of  investment  in  the  long-term  care  indus- 
try, reimbursement  must  be  made  for  the  economic  cost  (or  opportunity  cost)  of 
owner's  capital.  The  total  cost  of  capital,  and  hence  total  income  received  by  the 
owners  of  capital,  is  the  sum  of  interest  net  of  capital  gains  (and  losses)  and 
depreciation  expenses.  It  is  essential  that  the  effect  of  a  mechanism  to  manipulate 
one  of  these  cost  elements  not  be  considered  in  isolation  of  its  impact  on  the  other 
tw^o  and,  hence,  the  total  cost  of  capital. 

A  measure  of  current  value  of  assets  is  important  in  determining  the  cost  of 
capital.  It  is  strongly  recommended  that  sale  values  of  assets  not  be  used  to 
estimate  current  values  for  capital  reimbursement,  as  this  introduces  an  incen- 
tive for  buyers  to  pay  inflated  prices  for  nursing  homes.  An  alternative  is  to  use 
the  original  cost  inflated  by  a  price  index. 

There  are  three  alternative  approaches  that  can  be  used  in  determining  depre- 
ciation payments  ;  historical  cost  depreciation,  replacement  cost  depreciation,  and 
an  allowance  in  lieu  of  actual  depreciation.  The  historical  approach  has  further 
options  of  straight-line  and  accelerated  calculation,  which  determine  the  rapidity 
with  which  book  value  is  reduced.  Both  of  these  options  are  clearly  acceptable, 
although  the  accelerated  method  has  the  advantages  of  assuring  adequate  funds 
to  meet  debt  obligations  and  providing  a  hedge  against  the  impact  of  inflation  and 
technological  advances. 

Certain  replacement  value  approaches  for  depreciation  payment  (including  a 
method  of  adjusting  current  value  payment  for  the  age  of  a  facility)  are  con- 
sidered viable  alternatives.  If  sale  values  are  not  used  to  estimate  current  value, 
this  approach  will  reduce  the  problem  of  rapid  turnover  of  ownership  of  nursing 
homes. 

Payment  of  a  percentage  of  costs  in  lieu  of  actual  depreciation  is  not  recom- 
mended for  all  facilities.  However,  states  may  wish  to  offer  this  approach  as  an 
option,  which  would  serve  to  subsidize  older  facilities.  The  similar  approach  of 
substituting  an  imputed  rental  value  for  actual  depreciation  may  be  a  viable 
approach,  depending  on  the  accuracy  of  rental  value  estimates.  This  method 
would  also  reduce  the  incentive  to  sell  facilities  at  inflated  prices,  as  rental  value 
is  not  affected  by  a  sale. 

Funded  depreciation  (i.e.,  placement  of  depreciation  payments  in  a  separate 
fund  to  be  used  only  for  asset  replacement)  should  bo  encouraged  as  a  desirable 
internal  management  technique.  However,  there  is  no  reason  to  require  such 
funding  as  a  condition  of  reimbursement. 

Reimbursement  for  cost  of  capital  must  include  interest  payments  for  both 
equity  and  debt  capital.  In  the  case  of  debt  capital,  an  interest  standard  can  be 
based  on  the  rate  for  relatively  risk-free  investments  (e.g.,  mortgages)  in 


115 


LTC  industry.  The  interest  rate  (or  net  return)  for  equity  should  be  based  on 
comparison  with  other  industries,  witli  risk  equivalency  as  the  primary  criterion 
of  comparison.  Applicable  techniques  for  comparing  rates  of  return  in  terms  of 
risk  are  the  book  rate  of  return  and  the  capital  asset  pricing  model.  Clearly,  this 
is  an  area  where  additional  research  would  be  beneficial. 

With  respect  to  capital  gains,  an  important  issue  has  been  the  rapid  turnover 
of  nursing  home  ownership.  A  method  to  combat  this  problem  is  to  retain  original 
book  value  for  capital  reimbursement  upon  sale,  thereby  eliminating  the  expecta- 
tion of  capital  gains.  While  this  is  an  acceptable  policy,  the  equity  interest  rate 
must  be  raised  when  it  is  implemented  in  order  to  assure  that  total  capital  cost 
reimbursement  equates  with  opportunity  cost. 

Capital  is  equally  productive  regardless  of  whether  assets  are  leased  or  owned, 
and  as  such,  reimbursement  should  not  vary  with  form  of  ownership.  Lease  cost 
implicitly  involves  valuation  of  assets  at  current  cost,  and  if  full  lease  cost  is 
reimbursed,  depreciation  payments  must  also  be  based  on  current  value  of  assets. 

Proft 

Profit  should  be  considered  the  residual  income  received  by  capital  ov;ners,  in 
that  it  is  the  difference  between  total  revenue  and  total  cost  when  the  latter  in- 
cludes interest  payments  on  equity  capital.  If  profit  is  to  be  allowed,  it  should 
be  determined  as  a  return  on  equity.  Payment  of  profit  as  a  percentage  of  operat- 
ing cost  or  as  an  amount  per  patient  day  is  not  recomm.ended,  as  these  approaches 
introduce  an  incentive  to  increase  cost  and/or  patient  days  in  order  to  maximize 
return  on  investment.  Determination  of  the  amount  or  rate  of  profit  should  be 
based  on  the  growth-related  objectives  of  state  policy.  A  payment  of  any  profit 
above  opiX)rtunity  cost  would  in  most  cases  result  in  expansion  of  the  industry. 
Due  to  the  complexity  of  the  profit  and  cost  of  capital  issues,  the  use  of  expert 
consultants  to  determine  the  appropriate  rate  of  profit  to  meet  stated  objectives 
is  highly  recommended. 

AUoicahle  costs 

In  addition  to  allowances  for  the  cost  of  capital  and  profit,  a  Medicaid  reim- 
bursement system  must  provide  for  payment  of  other  costs  that  are  reasonable 
and  necessary  to  the  delivery  of  patient  care.  Recommendations  with  respect  to 
key  cost  elements  are  as  follows  : 

1.  Charity  and  courtesy  allowances,  defined  as  reductions  in  charges  made  to 
indigent  patients,  and  specialty  groups  (e.g.,  physicians,  clergy),  should  not  be 
provided  for  because  they  are  not  applicable  to  program  beneficiaries. 

2.  Similarly,  bad  debts  should  not  be  allowed  because  they  cannot  be  incurred 
on  behalf  of  Medicaid  patients  since  the  program  pays  the  full  cost  of  services 
to  its  beneficiaries. 

3.  Xet  educational  cost  for  programs  meeting  defined  criteria  (e.g..  licensing 
and  accreditation)  should  be  an  allowable  expense,  although  it  would  be  appro- 
priate to  place  a  limit  on  the  allowance  according  to  bed  size. 

4.  Services  of  non-paid  workers  should  be  allowed  if  they  hold  full-time  posi- 
tions normally  occupied  by  paid  personnel  and  are  members  of  organizations 
agreeing  to  work  for  no  compensation.  The  amount  to  be  paid  can  be  determined 
from  the  average  salary  cost  of  other  facilities  as  shown  on  annual  cost  reports. 

.").  It  is  imperative  that  standard  definitions  and  guidelines  be  developed  by 
each  state  for  expenses  to  be  reimbursed  as  "routine  patient  care"  services.  It  is 
recommended  that  such  s-ervices  be  reimbursed  on  an  all-inclusive  basis  by 
Medicaid,  rather  than  through  more  than  one  state  program. 

0.  Purchase  discounts  (cash,  trade,  and  quantity  discounts)  are  reductions  in 
the  provider's  costs,  and  as  such  should  result  in  corresponding  reductions  in 
reiml)ursement. 

7.  Costs  to  related  organizations  (i.e..  one  that  owns  or  controls  the  provider, 
or  is  owned  or  controlled  by  the  provider)  should  be  allowed,  provided  these  costs 
do  not  exceed  the  price  for  comparable  services  in  the  market  place. 

Cost  reporting  and  auditing  requirements 

A  provi-sion  for  cost  reporting  and  auditing  is  essential  in  a  cost-related  system 
of  reimbursement.  The  system  should  be  designed  (1)  to  attest  the  accuracy 
of  financial  data  and  identify  financial  manipulation.  (2)  to  provide  for  the  de- 
termination of  reimbursement  standards  and  payment  rates,  and  (3)  to  provide 
information  for  analysis  of  overall  cost  and  the  cost/benefit  of  government  pi'o- 
grams.  Cost  reports  should  be  required  on  an  annual  basis  to  assure  availability 
of  current  data  for  both  reimbursement  and  evaluation  purposes. 
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Varying  levels  of  cost  and  statistical  dat^  are  required  for  different  reim- 
bursement systems.  However,  a  minimum  level  of  display  of  costs  by  cost  center 
is  recommended  under  any  system.  While  differential  reporting  requirements  by 
size  of  facility  is  appropriate,  it  is  essential  that  sub-categories  "collapse"  into 
comparable  totals  for  all  facilities. 

To  enhance  the  accuracy  of  cost  data  foi'  comparative  purposes,  implementa- 
tion of  a  uniform  chart  of  accounts  at  the  state  level  is  highly  recommended. 
While  implementation  of  the  system  may  be  costly,  the  system  will  probably 
justify  itself  in  the  long  run  through  reduction  in  administrative  costs  for  both 
the  fiscal  agent  and  individual  facilities.  The  need  for  monitoring  of  industry 
trends  and  analysis  of  the  impact  of  programs  and  standards  also  suggests  con- 
sideration of  a  unifor'm  chart  of  accounts  and  minimum  reporting  requirements 
at  the  Federal  level. 

While  an  auditing  program  is  essential,  a  requirement  for  a  comprehensive 
iield  audit  of  all  participating  facilities  on  an  annual  basis  would  be  prohib- 
itively expensive.  It  is  recommended  that  the  state  audit  program  be  adminis- 
tered as  follows : 

1.  A  complete  field  audit  required  of  all  facilities  requesting  to  participate  in 
!the  Medicaid  pi'ogram  for  the  first  time. 

2.  Desk  audits  i>erformed  annually  for  all  participating  institutions. 

3.  Field  audits  performed  automatically  when  discrepancies  or  questionable 
.accounting  procedures  are  discovered  during  a  desk  audit. 

4.  Complete  field  audits  performed  for  all  participating  facilities  on  an  aver- 
:age  of  ever'y  four  to  five  years. 

€'ost,  performance,  and  quality  standards 

Implicit  in  the  development  of  operating  standards  for  LTC  facilities  is  the 
use  of  these  standards  as  incentives,  penalties,  or  both.  Several  of  the  stand- 
ards discussed  are  applicable  only  to  retroactive  reimbursement  and  are  in- 
tended to  counter  the  lack  of  incentive  for  cost  containment  inliei^ent  in  this 
approach. 

Total  cost  is  recommended  as  the  best  quantity  for  application  of  cost  maxi- 
mums. The  most  common  approach  for  determining  maximums  is  a  percentage 
above  the  mean  or  median  cost  of  facilities  grouped  according  to  the  variables 
discussed  in  Chapter  3.  The  use  of  median  rather  than  mean  costs  is  recom- 
mended in  order  to  avoid  the  influence  of  extreme  values.  A  promising  alternative 
approach  is  to  calculate  maximums  through  use  of  a  regression  model,  whereby 
the  same  variables  that  are  applicable  for  grouping  are  used  to  "predict"  cost 
standards  on  a  facility-specific  basis.  Applied  Management  Sciences  is  involved 
in  two  projects  to  develop  such  an  approach  for  both  hospitals  and  long-term 
care  facilities.  It  is  recommended  that  a  bonus  payment  be  made  for  operating 
significantly  below  a  reasonable  cost  standard,  in  addition  to  use  of  the  standard 
as  a  maximum. 

A  maximum  limit  on  the  compensation  of  owner/administrators  and  their 
relatives  is  recommended  for  the  purpose  of  eliminating  the  possibility  that 
owners  may  pay  themselves  or  relatives  excessive  salaries  for  services  rendered 
in  order  to  increase  their  return  on  investment.  Determination  of  the  maximum 
should  be  made  by  comparison  to  the  salaries  of  administrators  who  are  not 
owners.  States  may  wish  to  establish  minimum  salary  levels  for  administrators 
in  order  to  attract  competent  individuals,  although  such  limits  should  be  used 
in  conjunction  vni\i  certification  or  educational  requirements.  All  salary  stand- 
ards should  be  based  on  the  bed  size  of  facilities. 

Quantitative  limits  on  interest  rates  for  debt  capital  are  discouraged  because 
of  the  wide  fluctuation  of  rates  over  time  and  among  borrowers.  The  only  limita- 
tion should  be  that  loans  satisfy  a  need  related  to  patient  care  and  be  incurred 
at  a  rate  not  in  excess  of  what  a  "prudent  borrower"  would  pay  in  an  arms-length 
transaction. 

Limits  on  the  amount  of  depreciation  payment  (per  bed)  can  be  imposed  in 
order  to  prevent  the  public  funding  of  lavish  facilities.  However,  defining  the 
optimum  level  requires  extensive  and  continual  analysis.  The  objective  of  such 
a  limit  can  be  accomplished  more  effectively  through  use  of  a  limit  on  total 
cost.  A  limit  on  total  cost  is  also  superior  to  placing  maximums  on  individual 
cost  centers  such  as  nursing  service,  maintenance  and  household  expenses,  etc. 

The  most  effective  performance  standard  for  a  Medicaid  reimbursement  system 
is  an  occupancy  level  requirement.  A  minimum  occupancy  standard  (i.e.,  per 
diem  calculated  by  the  number  of  days  implied  by  operation  at  the  standard 
occupancy,  rather  than  actual  days)  can  serve  to  discourage  construction  in 
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localities  where  utilization  is  presently  low.  A  maximum  occupancy  standard 
(i.e.,  a  bonus  payment  for  operating  above  a  prescribed  level)  can  be  used  to 
either  encourage  or  discourage  expansion  of  the  bed  supply,  depending  on  the 
average  occupancy  in  a  given  locale  relative  to  the  standard  which  is  set.  Subject 
to  the  viability  of  planning  at  the  state  level,  use  of  both  a  minimum  and 
maximum  occupancy  standard  is  recommended.  The  actual  point  of  an  occupancy 
standard  should  be  based  solely  on  supply-related  criteria.  Minimum  occupancy 
standards  should  be  lower  for  new  facilities  for  a  period  of  up  to  three  years. 

Minimum  limits  on  nursing  stafi:  time  (i.e.,  man  hours  per  patient)  are 
recommended  as  encouraging  an  adequate  quality  of  care.  However,  maximum 
standards  for  staff  time  are  less  desirable  than  limits  on  total  cost  as  a  cost- 
containment  tool. 

Penalties  for  the  late  submission  of  cost  reports  are  advocated,  although  the 
amount  of  a  penalty  should  be  reasonable  to  increase  the  probability  that  it  will 
be  applied  without  hesitation. 

A  penalty  provision  for  failure  to  comply  with  quality-related  standards  such 
as  certification  or  licensure  requirements  is  also  an  appropriate  feature  of  a 
reimbursement  system.  However,  because  a  significant  percentage  of  LTC  facili- 
ties presently  cannot  meet  applicable  standards,  the  goal  of  this  provision  should 
be  modification  of  facilities  to  achieve  compliance.  As  such,  a  reduction  in  pay- 
ment should  be  large  enough  to  impact  on  the  facility,  but  not  large  enough  to 
financially  ruin  the  facility  or  force  it  to  withdraw  from  the  Medicaid  program. 
The  development  of  quality  assessment  techniques  and  a  provision  to  tie  such 
programs  to  the  reimbursement  system  is  also  recommended. 

Project  Description — Expanded  Medicare  Benefits  Project  (222  Project) 
IN  San  Fr-\ncisco,  Calif. 

I.  introduction 

The  Expanded  Medicare  Benefits  Project  (222  Project)  was  authorized  under 
Section  222  of  H.R.  1 — Public  Law  92-008,  the  Social  Security  Amendments  of 
1972.  Requests  for  Proposals  to  undertake  a  demonstration  Project  for  Home- 
maker  Services  and/or  Day  Health  (Adult  Day  Care)  Services  were  released  in 
the  early  Spring  of  1974.  San  Francisco  Home  Health  Service  and  the  Visiting 
Nurse  Association  of  San  Francisco,  Inc.,  worked  together  to  develop  a  Re- 
spon.se  to  the  Request  for  Proposal.  This  resulted  in  a  contract  being  awarded 
to  San  Francisco  Home  Health  Service  in  June  of  1974,  to  undertake  a  demon- 
stration Project  in  Homemaker  and  Day  Health  (Adult  Day  Care)  Services  with 
the  Visiting  Xurse  Association  of  San  Francisco,  Inc.,  acting  as  the  Assisting 
Agency  by  providing  administrative  and  service  staff  assistance  to  the  Project. 

The  purpose  of  the  Expanded  Medicare  Benefits  Project  is  to  test  the  patient 
outcome  and  cost  effectiveness  of  Homemaker  Service  and/or  Day  Health  (Adult 
Day  Care)  Services  provided  to  a  population  of  Medicare  eligible  persons.  Six 
other  sites  in  the  country  were  awarded  contracts  for  demonstration  Projects 
to  provide  either  Homemaker  Service  or  Day  Health  (Adult  Day  Care)  Services 
with  one  other  site  providing  both  of  the  services. 

Other  Projects  are  at : 

(1)  St.  Camillus  Skilled  Nursing  Facility,  Syracuse,  N.T. 

(2)  Burke  Rehabilitation  Hospital,  White  Plains,  N.Y. 

(3)  Inner-city  Home  Health  Agency,  Los  Angeles,  Calif. 

(4)  Homemaker  Home  LTealth  Service  of  Providence,  R.I. 

(5)  Lexington  Fayette  County  Health  Department,  Lexington,  Ky. 

(6)  Albert  Einstein  Medical  Center,  New  York,  N.Y. 

The  data  obtained  from  patient  assessment  and  service  demonstration  at  each 
of  these  sites  will  be  evaluated  by  a  central  Evaluation  Contractor,  Medicus 
fty.stems,  Inc.  in  Chicago,  to  determine 

(a)  What  is  the  effect  of  the  provision  of  Homemaker  Service? 

(6)  What  is  the  effect  of  the  provision  of  Day  Health  Service? 

(c)  What  is  the  effect  of  the  provision  of  a  combination  of  Homemaker  Service 
and  Day  Health  Services? 

(d)  What  is  the  cost  of  providing  the  above  services,  and  will  this  offset  other 
costs ;  and 

(e)  What  effect  does  provision  of  these  services  have  on  the  utilization  of 
the  existing  Medicare  benefits?  (Hospital,  Skilled  Nursing  Facility,  and  Home 
Health  Agency). 
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From  this  data,  certain  recommendations  will  be  made  regarding  whether  these 
services  are  effective,  in  terms  of  patient  outcome  and  cost,  and  whether  either 
or  both  of  these  levels  of  care  should  become  part  of  the  existing  Medicare 
.benefit  package. 

II.  ELIGIBILITY  REQUIEEMENTS 

Under  the  demonstration,  Homemaker  Services  are  provided  as  a  post-hospital 
Part  A  Medicare  Benefit  and  Day  Health  (Adult  Day  Care)  Services  are  pro- 
vided as  a  Part  B  Medicare  benefit  with  no  previous  hospital  stay  requirement. 
The  San  Francisco  Project  is  limited  to  Medicare  eligible  persons  residing  in 
San  Francisco. 

III.  REFERRALS 

The  project  was  originally  scheduled  to  begin  accepting  patient  referrals  on 
January  1,  1975,  however,  due  to  the  need  to  obtain  a  variety  of  clearances  from 
various  components  of  Federal  Government,  including  the  Office  of  Manage- 
ment and  Budget,  the  Project  was  delayed  and  did  not  begin  until  May  1,  1975. 
Originally,  a  six-month  intake  period  scheduled  to  end  on  October  31,  1975,  was 
planned,  however,  in  order  to  obtain  an  adequate  sample  size  at  each  of  the 
sites,  the  intake  period  was  extended  through  March  31,  1976.  The  delay  in  the 
implementation  of  the  Project  proved  to  be  of  assistance  in  that  between  Novem- 
ber 1974  and  May  1975,  staff  time  was  available  to  begin  a  program  of  Com- 
munity Education  regarding  the  project  with  presentation  of  the  Project  being 
made  to  groups  such  as  the  local  Medical  Society,  a  number  of  hospital  admin- 
istrators, nursing  staffs  and  medical  staffs,  senior  citizens  groups,  groups  of 
professionals  interested  in  the  elderly,  the  local  Health  Department,  and  Depart- 
ment of  Social  Services,  etc.  Within  this  group  of  potential  referral  sources 
were  a  number  of  Hospital  Discharge  Planners  employed  by  the  Visiting  Nurse 
Association  of  San  Francisco,  Inc.,  vrorking  under  a  contractual  arrangement 
with  several  private  hospitals  in  San  Francisco  who  were  well  prepared  for 
implementation  of  the  Project.  All  of  these  sources  resulted  in  a  considerable 
payoff*  for  the  Project,  in  terms  of  referrals  with  the  result  that  from  May  1, 
1975  through  March  31,  1976,  1374  persons  were  referred  to  the  Project.  The 
Project  currently  is  scheduled  to  end  on  December  31, 1976. 

Early  in  the  project,  the  need  for  a  professional  intake  worker  was  established 
in  that  a  number  of  patients  were  being  referred  for  Homemaker  Services  and/or 
Day  Health  Services,  often  requiring  another  level  of  care,  such  as  Home 
Health  Agency  skilled  services,  or  Skilled  Nursing  Facility  ser\'ices.  The  position 
of  intake  worker  was  subsequently  filled  by  an  experienced  Public  Health  Nurse 
who  could  screen  referrals  at  the  point  of  in  take  and  determine  whether  the 
referral  information  indicated  that  the  patient  could  be  cared  for  by  Homemaker 
Services,  Day  Health  Services,  or  a  combination  of  these  two  services,  or  by 
either  or  both  of  these  services  in  combination  with  the  traditional  Home  Health 
Agency  Services. 

IV.  THE  ASSESSMENT  PROCESS 

Following  acceptance  of  the  referral,  the  referral  information  was  relayed  to 
the  interdisciplinary  Assessment  Team  of  the  Project.  The  Assessment  Team  is 
composed  of  three  Public  Health  Nurses,  three  Medical  Social  Workers,  two 
part-time  Physicians,  a  Physical  Therapist,  an  Occupational  Therapist,  and  a 
Public  Health  Nutritionist.  One  or  more  disciplines  are  responsible  for  the 
assessment  of  the  patient.  One  member  of  the  Team  visited  the  patient  in  the 
hospital,  the  Skilled  Nursing  Facility  or  the  home,  and  assessed  the  patient, 
using  a  standardized  Assessment  Tool.  The  Assessment  Tool  was  developed  by 
Dr.  Sydney  Katz  and  others  of  the  University  of  Michigan,  School  of  Public 
Health.  Using  this  Tool,  the  Team  was  able  to  quantify  iDatient  proficiencv  along 
such  parameters  as  activities  of  daily  living,  social  contacts,  range  of  motion, 
bed  disability  days,  behaviour  and  orientation,  perceptual  ability,  etc.  This 
assessment  information  is  coded  for  electronic  data  processing  so  that  the  func- 
tional status  of  the  patient  at  the  point  of  entry  into  the  demonstration  can  be 
compared  to  the  population  at  each  site  and  between  sites,  can  be  compared 
between  patients  who  receive  services,  and  those  who  do  not.  and  can  be  com- 
pared for  individual  patient  change(s)  over  time.  Any  patient  determined  to  be 
suitable  for  the  demonstration,  in  that  he  or  she  could  safely  be  managed  and 
assisted  by  the  Project  services  were  accepted  into  the  demonstration  for  a 
period  of  one  year  and  with  the  intent  of  quarterly  reassessment  during  their 
period  of  participation. 
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Following  the  assessment,  the  interviewing  Team  member  conferences  the 
ease  with  two  other  Team  members,  preferably  of  different  disciplines  and 
develops  an  ideal  care  plan  for  each  patient.  The  ideal  care  plan  is  developed 
on  the  premise  that  any  services  required  by  the  patient  are  available.  This 
is  a  data  collection  process  to  determine  what  services  might  be  requested  if 
all  needed  services  could  be  available.  Following  the  completion  of  this  ideal 
treatment  plan,  the  patient's  record  is  then  given  to  a  clerk  who  randomly 
places  the  patit*nt  into  either  the  test  group  referred  to  as  The  Expanded 
Medicare  Benefits  Group  or  into  the  Control  Group,  depending  upon  the  patient's 
eligibility  (post-hospital,  non-post-hospital,  Part  A  or  Part  B  Medicare  eligible). 
A  patient  in  the  Expanded  Benefits  group  may  receive  one  year's  coverage  for 
Homemaker  Services,  Day  Health  (Adult  Day  Care)  Services  or  both  of  these 
levels  of  care.  The  Assessment  Team  refers  the  Expanded  Benefits  group 
patients  to  the  Homemaker  Services  provider  and/or  to  the  Day  Health  Services 
provider,  and  refers  rhe  Control  Group  patient  back  to  the  Referral  Source, 
usually  a  Hospital  Discharge  Planner  or  Hospital  Social  Worker,  who  then 
plans  for  the  patient  given  the  non-availability  of  the  Project  services. 

Control  Group  patients,  while  retaining  all  of  the  existing  traditional 
Medicare  benefits,  qualify  for  neither  of  the  Expanded  Benefits.  Both  groups  of 
patients.  Expanded  Group  and  Control  Group  are  reassessed  at  three-month 
intervals  for  a  period  of  one  year  to  determine  the  effect  of  the  services. 

V.    PROJECT  SEimCES 

A.  Homemalcer  services 

The  Homemaker  Services  benefit  of  the  Project  include  professionally  trained 
and  supervised  Homemakers  who  may  provide  services  to  a  patient  in  his  resi- 
dence for  as  few  as  two  to  three  hours  i)er  week  or  as  much  as  forty  hours 
per  week.  Over  200  patients  have  received  the  Homemaker  Service  benefit  of 
the  Pr^^ject.  Some  receive  this  benefit  in  conjunction  with  Home  Health  Agency 
skilled  nursing  or  therapy  services,  and  some  receive  the  benefit  in  conjunction 
with  Day  Health  (Adult  Day  Care)  Services.  Since  all  of  the  Homemaker 
patients  must  be  Part  A  eligible  and  are  post-hospital,  they  are  often  in  a  post- 
acute  phase  of  illness  and  may  require  more  services  than,  for  example,  the 
usual  Hf»memaker  Services  patient  or  the  person  eligible  for  the  xUtendant  Care 
Pr.'gram  financed  through  the  Department  of  Social  Services.  The  Project 
Homemaker  Services  patients  are  more  similar  to  the  Part  A  Home  Health 
Agency  .«;ervice  patient,  but  often  lack  a  medically  defined  need  for  skilled  serv- 
ices which  are  considered  "custodial"  under  present  Medicare  regulations. 

B.  Day  health  services  or  adult  day  care 

At  the  onset  of  the  Project,  Adult  Day  Care  was  the  term  applied  to  what  is 
now  referred  to  as  Day  Health  Services.  The  intent  of  these  services  is  to  pro- 
vide a  broad  range  of  nursing,  social  work,  rehabilitative  services,  recreational 
services,  transportation  and  meals,  to  a  group  of  patients  in  a  day-time  setting 
in  order  to  prevent  and  postpone  unnecessary  utilization  of  in-patient  facilities. 
Day  Health  Services  differ  from  social  model  Day  Care  Programs,  psychiatric 
Day  Care  programs  and  Senior  Citizens  Centers  in  that  they  provide  services 
geared  to  treat  physical  illnesses  as  Avell  as  the  depression  and  social  Isolation 
which  often  accompany  illness.  In  San  Francisco,  Day  Health  Services  funded 
by  the  Expanded  Medicare  Benefits  Project  are  provided  by  three  hospital-based 
providers : 

( 1 )  Ptalph  K.  Da  vies  Medical  Center  : 

(2)  Garden  Hospital  Jerd-SuUivan  Rehabilitation  Center; 

(3)  Mt.  Zion  Hospital  and  Medical  Center. 

Proposed  rules  under  which  the  services  are  provided  were  published  in  the 
Federal  Register,  January  6,  1976.  Under  these  rules,  programs  must  offer 
services : 

i  a )  which  are  provided  under  health  leadership  in  an  ambulatory  care  set- 
ting to  adults  who  do  not  require  24  hour  institutional  care,  but  who  are  in- 
capable of  full-time  independent  living  due  to  physical  or  mental  impairment ; 
and 

(h)  to  adults  who  are  referred  to  the  program  by  their  attending  physician  or 
by  some  other  sources,  and 

'  (c)  which  satisfy  the  participant's  health  maintenance  and  restoration  needs, 
including  socialization  elements  to  overcome  isolation  often  associated  with 
illness  in  the  aged  and  disabled. 
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At  the  present,  the  programs  include  individuals  who  range  from  36  to  96 
years  of  age.  A  profile  of  an  average  person  referred  to  Day  Health  Services 
would  be  a  75  year  old  female  with  multiple  diagnosis  including  a  primary  diag- 
nosis of  cardiovascular  disease.  Program  directors  have  described  two  general 
groups  of  individuals  who  benefit  from  the  program  : 

(1)  Those  persons  who  have  a  physical  disability  and  wish  to  reduce  the  dis- 
ability, and 

(2)  Those  persons  isolated,  due  to  being  disabled  and  wish  to  reduce  the 
isolation.  The  programs  operate  5  days  a  week. 

The  average  attendance  per  week  per  person  is  2.5  or  about  10  to  12  visits 
per  month.  While  all  patients  receive  group  rehabilitative  therapies,  partici- 
pants may  be  authorized  to  receive  individual  physical,  occupational  and  speech 
therapies.  Also  eye  and  hearing  examinations  can  be  authorized  in  order  to 
increase  a  person's  participation  in  the  activities. 

The  Project  guidelines  permit  flexibility  in  staffing.  At  present,  the  Centers 
employ  individuals  who  have  access  to  consultants  in  the  fields  of  medicine, 
psychiatry,  social  and  physical  therapy,  occupational  therapy,  speech  therapy, 
recreation  therapy,  nursing  and  allied  health  professions.  Each  Center  daily 
records  staff  hours  by  task,  in  order  to  gather  planning  data  to  develop  stafl^ng 
pattern  guidelines. 

Each  Center  is  affiliated  with  health  training  institutions  and  provides 
opportunities  for  on-the-job  field  placement  for  students. 

VI.    PROJECT  OUTCOME 

The  Demonstration  funds  for  the  expanded  Medicare  Benefits  Project  are 
scheduled  to  cease  on  December  31,  1976.  Over  1000  persons  will  have  been 
participants  in  the  Project  and  over  500  persons  will  have  received  Homemaker 
Services,  Day  Health  Services  or  a  combination  of  these  two  levels  of  care.  Data 
on  the  outcomes  of  the  participants,  the  services  received  the  costs  of  these 
services  and  so  on,  v/ill  be  compiled  and  forwarded  to  the  Department  of 
Health,  Education  and  Welfare.  A  report  of  the  demonstrations  will,  in  turn, 
be  submitted  to  Congress  for  consideration  of  these  benefits  in  any  proposed 
National  Health  Insurance  program  or  in  amending  the  current  Medicare 
program. 

VII.    ADDITIONAL  INFORMATION 

Since  Day  Health  Services  are  a  relatively  new  level  of  care,  little  has  been 
written  to  describe  these  services.  Attached  is  a  list  of  available  references 
describing  various  programs  in  the  United  States  and  abroad. 

The  Expanded  Medicare  Benefits  Project  (222  Project)  ^  Presented  to  the 
California  Association  for  Health  Services  at  Home,  April  9,  1976 

(By  Joyce  A.  Tufts,  MPH,  Project  Coordinator) 

D.  Other  data  sources 

Cost  information  for  both  Homemaker  and  Day  Health  Services  will  be  avail- 
able as  well  as  actual  utilization  information.  All  of  this  data  should  assist  in : 

(1)  Defining  the  Homemaker  Service  and/or  Day  Health  Service  benefit,  the 
parameters  of  these  services,  the  necessary  components  of  services,  such  as  super- 
vision and  other  provider  responsibilities  ; 

(2)  Developing  standards  for  these  services,  i.e.  what  components  must  be  in- 
cluded for  safe  and  effective  non-institutional  care ;  by  the  active  participation 
of  providers  with  government. 

(3)  Defining  patient  assessment  and  the  critical  parameters  of  patient  function 
that  define  service  needs. 

III.  PROJECT  OUTCOME  INFORMATION  TO  DATE 

The  sample  was  completed  on  March  31,  1976,  w^ith  over  950  patients  admitted 
from  a  total  of  1374  referrals.  Early  analysis  of  the  data  show  some  emerging 
patterns. 

A.  The  service  needs  of  these  patients  seem  to  be  falling  into  three  service 
categories  in  an  equal  distribution : 

(1)  Those  who  require  only  Homemaker  Service; 


1  Edited  by  Oversight  Subcommittee  staff. 
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(2)  Those  who  require  only  Day  Health  Service; 

(3)  Those  who  require  both  the  Homemaker  Services  and  Day  Health 
Service. 

Within  these  subsamples,  a  "20  percent  shift  phenomena"  appears  to  be  oc- 
curring wherein  20  percent  of  the  population  has  moved  from  one  Service  cate- 
gory to  another  in  a  seven-month  service  period. 

B.  The  professionally  perceived  need  for  services  exceeds  the  patient  demand 
particularly  for  the  Day  Health  Service  benefit,  i.e.  around  70%  of  the  patients 
eligible  for  Homemaker  Services  use  the  service  while  only  40%  to  50%  of  those 
eligible  for  Day  Health  Services  actually  use  the  benefit. 

C.  Average  utilization  of  the  Homemaker  Service  benefit  is  between  25  to  30 
hours  per  month,  and  average  Day  Health  Service  utilization  is  around  2.5  days 
per  week  or  10  to  12  days  per  month. 

IV.   QUESTIONS  ARISING  FROM   THE  DEMONSTRATION 

Perhaps  the  most  valuable  part  of  a  demonstration  is  not  to  answer  questions 
as  much  as  to  develop  precise  questions  which  need  precise  answers.  The  follow- 
ing questions  have  occurred  to  us  in  our  experience  with  the  Project  and  remain 
unanswered. 

A.  Are  Homemaker  Services  and  Day  Health  Services  a  form  of  geriatric  care, 
or  should  they  be  non-institutional  and/or  ambulatory  health  care  programs  for 
all  age  groups  who  need  the  seiwice? 

B.  Are  these  services  Health  Services  or  Social  Services?  If  they  are  Health 
Services,  are  they  also  Mental  Health  Services? 

C.  Are  these  services  rehabilitative  or  maintenance  services?  Can  they  be  both? 
While  we  would  answer  "all  of  these"  to  the  above,  we  must  be  cautious  of  the 

mutually  exclusive  and  fragmented  bureaucracies  that  control  the  funding  of 
health  and  social  services. 

If  Homemaker  Service  and  Day  Health  Services  become  funded  Medicare  bene- 
fits in  the  Health  sector,  might  we  not  eventually  fall  prey  to  the  same  medically 
oriented  restrictions  that  have  been  placed  on  Home  Health  Agency  services.  Or, 
on  the  other  extreme,  if  we  assert  these  are  social  services,  might  we  not  dilute 
them  and  prevent  the  occurrence  of  needed  physical  health  interventions?  Per- 
haps the  most  dangerous  proposal  would  be  to  assert  that  these  are  also  mental 
health  services  since  the  range  of  available  services  might  be  limited  and  they 
may  be  less  attractive  to  a  population  who  insists  that  it  is  mentally  healthy. 
The  question  remains,  who  should  fund  and  control  these  services? 

Other  questions  relate  to  the  services  themselves  : 

A.  What  kinds  of  organizations  and,  in  what  settings  should  these  services  be 
based  ?  For  example,  should  a  Day  Health  Center  be  hospital-based,  skilled  nurs- 
ing facility  based,  Home  Health  Agency  based,  free-standing  etc.  ? 

B.  What  mechanisms  need  to  be  created  to  assure  proper  coordination  of  non- 
institutional  services? 

C.  What  impact  will  these  services  have  on  the  utilization  of  other  services,  for 
example,  does  the  provision  of  Day  Health  Service  or  Homemaker  Service  im- 
pinge on  the  territory  of  the  Home  Health  Agency?  Who  will  determine  where 
the  patient  should  be  in  this  three  faceted  non-institutional  care  arena? 

D.  Finally,  who  will  assume  the  responsibility  for  monitoring  these  services? 
If  tomorrow  Day  Health  Services  and  Homemaker  Services  were  to  become 

funded  Medicare  benefits,  we  may  well  have  created  a  monster  capable  of  greater 
abuse  and  misuse  of  public  funds  than  ever  approached  in  the  areas  of  Nursing 
Homes  or  Home  Health  Agencies. 

Licensing  and  certification  of  providers  must  be  required,  standards  for  both 
levels  of  care  must  be  developed  and  enforced,  plans  for  coordination  among  these 
three  levels  of  non-institutional  care  must  be  developed  and  followed,  and  must 
be  further  coordinated  with  institutional  services. 

We  are  convinced  the  Homemaker  Services  and  Day  Health  Services  are  valu- 
able additions  to  the  range  of  community  health  services  and  should  be  made 
available.  We  hope  to  develop  a  data  base  which  will  support  the  value  of  these 
services.  However,  we  are  convinced  that  any  legislation  authorizing  these  serv- 
ices must  include  appropriate  and  clear  definitions  of  the  services  while  allowing 
enough  flexibility  for  various  styles  of  delivery  ;  and,  objective,  enforceable  (and 
enforced)  standards  that  will  prevent  the  abuse  of  these  services  by  unqualified 
providers  so  that  the  retroactive,  unrealistic  application  of  regulations  that  has 
occurred  in  the  :Medicare  program  will  not  be  repeated. 

74-224—76  9 
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On  Lok  Senior  Health  Services, 
San  Francisco,  Calif.,  June  10, 1976. 

Representative  Charles  Vanik, 

Chairman,  House  Ways  and  Means  Oversight  Sul)Committee,  U.S.  House  of 
Representatives,  Raylurn  House  Office  Building,  Washington,  D.C. 

Dear  Congressman  Vanik  :  We  have  read  with  interest  about  your  hearings  on 
progress  being  made  by  HEW  with  the  Section  222  (1972  Social  Security  Amend- 
ments) experimentation.  We  have  been  vitally  concerned  with  this  issue,  par- 
ticularly reimbursement  for  day  care  and  homemaker  services. 

As  you  know,  up  to  now  only  four  contracts  under  the  mandate  of  Section  222, 
P.L.  92-603,  for  day  care  have  been  authorized.  We  have  been  aware  of  these 
contracts  but  have  had  many  reservations  about  these  experiments.  One  of  the 
main  issues  relates  to  cost.  From  our  observations  of  the  222  projects  operating 
in  San  Francisco,  day  care  costs  are  going  to  prove  extremely  high,  and  we  fear 
that  experience  gained  from  these  very  limited  experiments  might  convince 
legislators  that  day  care  is  at  least  financially  not  a  viable  alternative  to 
institutionalization. 

In  view  of  this,  we  have  been  trying  to  interest  the  Director  of  the  National 
Center  for  Health  Services  Research  in  developing  other  models  and  test  their 
viability.  In  particular,  we  have  suggested  to  use  On  Lok  as  one  possibility 
since  at  the  present  time  we  do  offer  day  health  (care)  services  to  the  elderly 
under  Title  XIX  and  are  in  contract  with  the  California  Department  of  Health, 
which  is  evaluating  the  experience  with  us.  Up  to  now,  studies  which  compared 
similar  groups  of  elderly  in  nursing  homes  and  at  a  day  health  center  in  the 
community  have  shown  favorable  results  for  the  group  kept  in  the  community 
receiving  day  health  services.  The  State  Department  of  Health  has  also  been 
favorably  impressed  with  the  cost  savings. 

Up  to  now,  all  our  endeavors  to  get  the  cooperation  of  HEW  in  developing 
additional  projects  have  remained  futile.  For  your  information,  we  are  en- 
closing copies  of  the  most  recent  correspondence  and  some  descriptive  material 
on  On  Lok  Senior  Health  Services. 

We  hope  that  your  committee  will  be  able  to  stimulate  the  necessary  interest  in 
HEW  to  finally  move  ahead  with  the  mandated  tasks  of  encouraging  experiments 
in  alternatives  to  reimbursable  long-term  care  services,  such  as,  testing  of  day 
care  (in  our  terminology,  day  health)  under  Section  222  of  P.L.  92-603,  Section 
222(b)  (H). 

Thank  you  very  much  for  listening  to  us. 
Very  sincerely  yours, 

William  L.  Gee,  D.D.S., 
President,  Board  of  Directors. 
Marie-Louise  Ansak, 

Executive  Director. 

Enclosures. 
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December  29,  1975. 

Mr.  Gerald  Rosenthal, 

Director,  Xafional  Center  fo)'  Health  Services  Research, 
Roc'kvUle.  Md. 

Deae  Me.  Rosenthal  :  On  Lok  Senior  Health  Services  has  developed  a  com- 
prehensive community-based  health  care  system  for  the  elderly.  The  day  health 
center  and  its  supportive  services  were  initiated  with  a  research  and  demonstra- 
tion grant  from  the  Administration  on  Aging,  A  copy  of  the  final  evaluation 
report  covering  the  period  from  July  1972  through  July  1975  is  enclosed. 

La.st  year  we  have  been  able  to  negotiate  for  reimbursement  for  day  health 
services  under  the  Medi-Cal  (Medicaid)  program  with  the  California  Department 
of  Health  as  an  alternative  to  nursing  home  placement.  The  first  year  of  opera- 
tion hfts  been  satisfactory  and  the  Department  found  higher  patient  satisfaction 
and  frequently  better  care.  At  the  same  time  the  experiment  has  shown  cost 
effectiveness. 

Since  in  our  original  project  guiflelines  we  were  encouraged  to  negotiate  for 
both  Medi-Cal  and  Medi-Care  reimbursements,  we  are  now  interested  in  finding 
out  what  avenues  might  be  open  to  us  to  obtain  a  waiver  for  Medi-Care 
reimbursement. 

We  would  very  much  appreciate  it  if  you  could  let  us  know  what  steps  we  would 
have  to  take.  We  feel  that  On  Lok  is  offering  a  model  which  could  easily  be 
replicated  in  other  inner  cities  and  offer  substantial  cost  savings  to  Medi-Care. 
Very  sincerely  yours, 

Marie-Louise  Ansak, 

Executive  Director, 
■     ,  ,     On  Lok  Senior  Health  Services. 

Enclosure. 

Department  of  Health,  Education,  and  Welfare, 

Health  Resources  Administration, 

Rockville,  Md.,  March  22, 1976. 

Marie-Louise  Ansak, 

Executive  Director,  On  Lok  Senior  Health  Service,  San  Francisco,  Calif. 

Dear  Ms.  Ansak  :  This  is  in  response  to  your  letter  of  December  29,  1975,  in 
which  you  requested  information  concerning  the  availability  of  waivers  for 
reimbursement  for  day  health  services  in  the  On  Lok  Senior  Health  Center. 
We  feel  certain  that  you  are  aware  of  the  fact  that  the  National  Center  for 
Health  Services  Research  (NCHSR)  is  currently  funding  four  contracts  under 
the  mandate  provided  by  P.L.  92-^603,  Section  222  (b)  (H)  which  authorized 
demonstrations  and  experiments  to  test  the  effectiveness  of  day  care  services. 
As  you  are  well  aware,  day  care  services  are  not  currently  covered  benefits  under 
either  Part  A  or  Part  B  of  the  Medicare  Program. 

Waivers  for  uncovered  Medicare  services  can  only  be  considered  if  a  project 
proposal  receives  approval  and  funding. 

The  project  proposal  would  have  to  present  a  detailed  research  design,  including 
approved  data  collection  instruments  and  methodology  for  carrying  out  the 
demonstration  and/or  experiment.  A  contractor  selected  by  the  Government,  and 
not  related  to  the  provider  of  service,  would  perform  the  evaluation  of  the 
project. 

At  the  present  time,  the  NCHSR  does  not  plan  to  fund  any  additional  222 
demonstrations  or  experiments  due  to  budgeting  constraints. 

I  have  heard  many  good  reports  about  your  program  designed  to  serve  elderly 
individuals  in  the  Chinatown  community  of  San  Francisco.  I  was  happy  to  re- 
ceive a  copy  of  the  evaluation  report  of  the  Administration  on  Aging  funded 
project. 

Sincerely, 

GERA.LD  Rosenthal,  Ph.  D., 

Director. 


April  6,  1976. 

Dr.  Gerald  Rosenthal, 

Director,  National  Center  for  Health  Services  Research,  Health  Resources  Ad- 
ministration, Department  of  Health,  Education,  and  Welfare,  Rockville,  Md. 
Dear  Dr.  Rosenthal  :  Thank  you  very  much  for  your  recent  letter  informing 
us  about  the  present  status  of  Section  222  experiments.  We  are  very  sorry  to 
hear  that  NCHSR  does  not  plan  to  fund  additional  demonstrations  or  experiments 
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due  to  budgeting  constraints.  As  you  know,  we  feel  very  strongly  that  some 
other  models  should  be  looked  at. 

We  would  very  much  appreciate  it  if  you  would  let  us  know  in  case  the  policy 
should  change.  Thank  you. 
Very  sincerely  yours, 

Marie-Louise  Ansak, 

Executive  Director, 
On  Lok  Senior  Health  Services. 


Highlights  From  the  Evaluation  Report  of  On  Lok  Senior  Health  Services 

(Original  Report  Prepared  by  Kalish,  Lurie,  Wexler,  and  Zawadski) 

This  report,  written  in  January  1976,  presents  the  major  procedures, 
findings,  issues,  and  conclusions  from  the  November  1975,  report,  "On 
Lok  Senior  Health  Services :  Evaluation  of  a  Success."  Both  were  pre- 
pared for  the  Administration  on  Aging  to  present  the  results  of  a  three- 
year  demonstration  and  evaluation  program  of  a  geriatric  day  care  center 
established  in  the  Chinatown — North  Beach  Area  of  San  Francisco. 

In  1972,  On  Lok  Senior  Health  Services  was  developed  as  one  of  a  number 
of  Federal  Demonstration  Projects  to  test  the  feasibility  of  the  day  care  center 
as  an  alternative  to  long-term  institutional  care.  Included  in  the  Federal  Grant 
Guidelines  for  these  projects  was  the  following : 

II.  statement  of  objectives 

The  proposed  project  would  seek  to  demonstrate  and  evaluate  the  feasibility 
and  cost-effectiveness  of  providing  day  care  services  (medical,  social,  recrea- 
tional) for  the  elderly  in  a  day  care  center  as  an  alternative  to  nursing  home 
and  other  long-term  institutional  care. 

The  overall  objective  would  be  to  evaluate  such  a  program's  potential  for 
replicability  in  other  settings  and  for  suggesting  legislative  changes  in  benefits 
to  be  included  in  the  MediCaid  and  Medi-Care  programs.  It  would  seek  answers 
to  such  questions  as:  (1)  how  many  days  of  institutional  care  can  such  a  day 
care  center  prevent  and  at  what  cost  savings?  (2)  how  many  and  what  kinds 
of  persons  can  return  to  or  continue  in  independent  living  as  a  result  of  the 
day  care  services?  (3)  what  services  are  most  effective  in  reducing  or  eliminat- 
ing institutionalization?  (4)  what  are  the  characteristics  of  persons  for  whom 
such  programs  seem  most  effective?  (5)  how  effective  is  the  day  care  center  in 
helping  families  to  care  for  an  aged  parent  at  home? 

Thus,  the  explicit  assumption  underlying  federal  subsidies  for  geriatric  day 
care  programs  was  the  need  to  reduce  health  costs  for  the  elderly  by  developing 
alternatives  to  nursing  home  and  other  institutional  care  facilities.  In  developing 
the  initial  proposal,  we  assumed  that  geriatric  day  care  could  be  evaluated  as  an 
option  to  convalescent  care.  By  the  time  the  project  had  ended,  however,  we 
realized  that  the  problem  needed  to  be  conceptualized  in  much  different  form. 
This  statement  will  become  clear  in  the  development  that  follows. 

At  the  time  the  grant  proposal  was  submitted,  we  developed  several  hypotheses 
which  served  to  guide  the  remainder  of  the  research  planning  and  implementa- 
tion. The  hypotheses  are  that  day  treatment  in  general  and  On  Lok  in  particular 
would : 

(1)  Be  a  viable  alternative  to  institutional  care,  more  specifically  to  nursing 
homecare  since  there  were  no  intermediate  care  facilities  in  the  area  and  since 
the  anticipated  On  Lok  participants  would  not  be  drawn  from  a  board-and-care 
population ; 

(2)  Be  cost  effective  in  comparison  to  institutional,  i.e.,  nursing  home,  care; 

(3)  Have  a  favorable  impact  on  the  lives  of  the  participants  ; 

(4)  Have  a  more  favorable  impact  on  the  lives  of  the  participants  than 
would  residential  care  facilities ; 

(5)  Have  a  more  favorable  impact  on  the  lives  of  the  participants  than  would 
remaining  in  the  community  without  either  day  treatment  or  an  existing  health 
care  network ; 
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(6)  Be  perceived  in  a  positive  light  by  the  Chinatown-North  Beach 
community ; 

(7)  Provide  significant  services  to  the  elderly  of  the  Chinatown-North  Beach 
area ; 

(8)  Provide  significant  services  to  others  in  the  community  ; 

(9)  Serve  as  a  significant  model  for  comparable  programs  that  other  com- 
munities might  wish  to  establish. 

We  were  well  aware  that  these  hypotheses  were  not  all  equally  testable  and 
were  certainly  not  all  testable  in  a  rigorous  fashion.  Many  of  the  terms  were 
difficult  to  operationalize ;  others  were  policy  issues  more  than  evaluation  con- 
cerns. Nonetheless,  we  chose  to  use  these  hypotheses  as  a  general  framework  to 
guide  our  procedures  and  our  thinking. 

The  On  Lok  Senior  Health  Center  program  is  described  elsewhere  (Lurie, 
Kalish,  Wexler,  and  Ansak,  The  Gerontologist,  1976,  Volume  16,  #1).  However, 
as  is  the  case  with  any  dynamic  program.  On  Lok  has  changed  and  expanded 
its  services  since  the  above-cited  article  was  written.  The  most  recent  materials 
can  be  obtained  by  writing  to  On  Lok  Senior  Health  Services.* 

The  participants  at  On  Lok  during  the  time  of  the  study  were  primarily 
Chinese  (half  again  as  many  men  as  women)  and  Filipino  (all  men),  constitut- 
ing 73%  and  11%  respectively  of  the  entire  group,  almost  all  of  whom  were 
born  outside  the  United  States.  About  40%  were  under  age  75,  and  6%  were 
over  90.  Have  lived  alone  at  the  time  of  admission.  Income  level  was  low ; 
fluency  in  English  was  little  or  none ;  previous  work  was  likely  to  be  unskilled 
or  semi-skilled. 

RESEARCH  PROCEDURES 

Social  history/ process  description 

We  wished  to  describe  the  process  through  which  On  Lok  had  been  organized 
to  provide  services,  as  well  as  how  it  has  grown  and  developed  and  changed. 
This  growth  process  includes  the  development  of  On  Lok  from  its  original  pur- 
pose as  an  alternative  to  nursing  home  care  to  its  present  status  as  a  service 
center  with  many  components.  It  also  includes  changes  in  structure,  personnel 
practices,  and  social  organization  during  the  three-year  period  covered  by  the 
present  grant.  The  information  we  needed  was  obtained  (1)  through  our  own 
observations,  (2)  through  interviews  conducted  with  staff  members,  and  (3) 
through  other  documents,  informal  meetings,  and  related  materials. 

Social  and  demographic  characteristics 

The  characteristics  of  the  On  Lok  participants  were  determined  by  the  ad- 
missions procedures  and  policies  of  the  organization  and  by  the  actual  practices 
based  on  these  procedures  and  policies.  For  whom  is  On  Lok  actually  providing 
care?  What  are  the  demographic,  medical,  and  personal  characteristics  of  the 
participants?  Have  these  been  in  the  process  of  change  since  the  initial  par- 
ticipants were  selected,  and  if  so,  what  has  been  the  nature  of  these  changes? 
Among  the  most  important  of  these  measures  for  our  purposes  were  the  ratings 
of  medical  status  and  chronicity,  functional  status,  cognitive  status,  and  level  of 
care  required. 

Service  utilization 

The  services  provided  to  On  Lok  participants  are  extensive  and  varied.  They 
range  from  medical  examinations  to  transportation  to  reality  therapy.  The 
research  staff  instituted  a  daily  record  of  services  rendered  to  each  participant 
by  each  staff  member,  and  these  records  were  tabulated  monthly  for  a  six- 
month  period. 

Costs,  effectiveness,  and  benefits 

After  the  costs  of  maintaining  participants  at  On  Lok  were  determined,  they 
were  compared  to  the  costs  of  other  forms  of  service  delivery.  We  also  investi- 
gated the  effectiveness  of  the  services  and  the  benefits  they  provided. 

Impact  on  participants 

Perhaps  the  most  significant  aspect  of  the  evaluation  program  was  to  deter- 
mine the  impact  of  participation  in  the  On  Lok  program  on  the  participants 
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themselves.  This  impact  had  to  be  compared  to  the  impact  of  other  programs 
for  the  frail  elderly,  such  as  residence  in  a  nursing  home.  Any  measurable 
changes  also  had  to  be  compared  to  the  condition  of  the  frail  elderly  who  still 
lived  in  the  community  but  lacked  the  comprehensive  services  provided  by  On 
Lok  or  by  a  nursing  home. 

Impact  on  the  participants  was  determined  in  three  ways.  The  first  w^as  to  use 
the  intake  evaluations  of  medical  status,  functional  capacity,  cognitive  skills, 
and,  where  appropriate,  level  of  care  required.  These  served  as  baseline  meas- 
ures. We  then  attempted  to  replicate  the  procedures  at  a  time  as  near  to  six 
months  after  the  initial  measurement  as  possible.  If  the  participant  had  left 
the  program,  his  status  was  considered  as  of  his  last  week  of  attendance,  assum- 
ing program  participation  was  at  least  four  months. 

Two  research  assistants  reviewed  up-dated  written  records  and  filled  in  miss- 
ing information  through  informal  interviews  with  social  workers  and  other 
staff  members.  These  data  were  normally  available  for  the  month  during  which 
most  of  the  information  was  collected,  but  were  occasionally  collected  as  much 
as  six  to  eight  weeks  earlier  or,  in  rare  instances,  six  to  eight  weeks  later.  To 
confirm  these  evaluations,  a  third  research  assistant  obtained  follow-up  assess- 
ments directly  from  social  workers  for  all  measures  and  all  participants.  This  is 
subsequently  referred  to  as  Actual  Change  Ratings. 

The  second  kind  of  follow-up  evaluation  was  to  ask  social  workers  whether 
they  felt  the  participants  had  changed  (a)  for  the  better,  (b)  not  at  all,  or  (c) 
for  the  worse  from  intake  to  reassessment.  This  information  was  elicited  for 
medical  status,  cognitive  ability,  and  functional  capacity.  This  is  subsequently 
referred  to  as  Staff  Change  Rating. 

The  Staff  Change  Ratings  presumably  reflect  the  actual  changes  in  these  cri- 
teria, since  they  come  from  the  same  data  source,  i.e.,  the  staff.  The  Staff  Change 
Rating,  however,  is  a  subjective  retrospective  judgment  based  on  the  staff's 
(usually  the  social  worker's)  opinion  at  the  time  of  follow-up  as  to  the  change 
in  the  participant  from  the  time  of  intake  to  the  time  of  reassessment  (i.e., 
follow-up).  Once  again,  the  status  of  those  who  had  left  the  program  was  con- 
sidered as  of  the  last  week  of  attendance. 

The  third  measure  of  change  is  the  evaluation  of  participant  status  as  per- 
ceived by  collaterals,  i.e.,  the  family  member  or  friend  in  the  best  position  to 
judge  the  capacities  of  the  participant  because  of  close  personal  contact.  In  this 
instance,  we  restricted  our  measurement  to  (a)  collateral  evaluations  of  present 
status  at  time  of  reassessment  and  (b)  collateral  retrospective  evaluations  of 
change  from  intake  to  follow-up. 

IMPACT   OF   THE  INTERVENTION 

In  this  section,  we  will  discuss  the  various  kinds  of  impact  that  the  interven- 
tion (e.g.  the  On  Lok  program)  has  brought  about. 

Actual  change 

Independent  pre-  and  post-measures  were  collected  and  evaluated  by  the  On 
Lok  staff  for  94  participants  on  the  four  core  criteria  :  medical  status,  functional 
capacity,  cognitive  skills,  and  level  of  care  required.  The  change  in  status  on 
these  criteria  provide  the  most  objective  indicator  of  the  impact  on  On  Lok. 

Table  1  shows  the  distributions  for  the  four  core  criteria  as  they  were  assessed 
at  intake  and  at  follow-up.  The  intake  and  follow-up  distributions  were  com- 
pared for  each  impact  area,  and  the  chi  square  value  under  each  table  reflects 
the  statistical  test  of  independence.  Making  the  tenuous  assumption  of  interval 
data,  the  means  were  computed  for  each  distribution  (e.g.  Poor— 1,  Fair=2, 
etc. ) ,  and  the  differences  between  intake  and  follow-up  means  were  compared  for 
each  impact  area  with  "t"  tests  of  statistical  significance. 

In  Table  2,  we  have  summarized  the  actual  changes  that  occur  for  the  four 
impact  areas.  This  table  is  readily  understood.  It  shows  the  percentage  of  the 
94  participants  who  are  shown  to  be  changing  either  for  the  better  or  the 
worse  or  not  at  all. 
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TABLE  1— COMPARISON  OF  INTAKE  AND  FOLLOWUP  DISTRIBUTION  FOR  THE  4  CORE  CRITERIA  (N=94) 


[In  percent] 


Intake 

Followup 

MEDICAL  STATUS 

Poor  (has  life-threatening  condition)    

Fair  (has  potentially  life-threatening  condition) 

Good  (requires  continuous  medical  supervision)   

Excellent  (no  medical  supervision  required)  .     

X'=34.35,  df=3,  prob<.001 
t=  4.10,  df=93,  prob^.OOl 

M- 

0 

16 
69 
15 

=  2.  99 

3 
8 
37 
52 

M^  =  3.  38 

FUNCTIONAL  STATUS 

Poor    

Fair     

Good     . 

Excellent                 _                                                „            .  _ 

X»=13.51,  df=  3,  prob<.01 
t=  3.96,  df=S3,  prob^.OOl 

M' 

44 

40 
12 
4 

=  1.77 

20 
53 
24 
3 

M^=2. 10 

COGNITIVE  STATUS 

Poor    __.    _ 

Fair                                   _                                               .  _ 

Good    

Excellent      

X»=25.32,  df=  3,  prob^.OOl 
t=  l.oU,  d.=aJ,  prob=iNS 

M' 

22 
22 
24 
32 

=  2. 55 

10 
41 
39 
10 

M^=2.  49 

LEVEL  OF  CARE  REQUIRED 
Extended  care  facility            .    ...   _                   .  . 
Skilled  nursing  facility.      ._  ._ 

Intermediate  care  facility..  .     

Protective  residence.  _   

Self-care  with  assistance..      _  . 

Self-care  ..                 ..                         ..  .. 

X3=9.40,  df=  5,  prob  =  NS 
t=1.50,  df=93,  prob  =  NS 

M' 

0 
0 
2 
15 
75 
8 

>  =  4.  89 

1 
6 
2 
7 

73 
10 

M^=4.7 

TABLE  2.— DISTRIBUTION  OF  CHANGE  SCORES  (STATUS  AT  FOLLOWUP  COMPARED  TO  STATUS  AT  INTAKE)  FOR 

THE  4-CORE  CRITERIA  (N=94) 

[In  percent] 

Worse 

Same 

Better 

Medical..    .  .                                          .  ... 

Functional                                                  _..  .   

Cognitive    

Level  of  care  required...     ..            ...                       .  .. 

17 
10 
31 
17 

31 

53 
52 
69 

52 
37 
17 
14 

As  can  be  seen  from  these  two  tables,  the  greatest  overall  improvement  in 
terms  of  actual  change  can  be  seen  in  medical  status.  Substantial  improvement 
also  occurred  in  functional  status.  When  the  participants  entered  On  Lok,  many 
required  medical  supervision,  although  none  faced  a  life-threatening  situation. 
By  the  time  of  follow-up,  only  a  very  small  percentage  (3%)  had  deteriorated  to 
a  point  where  their  medical  condition  was  life-threatening.  Conversely,  a  large 
percentage  improved  in  their  medical  status  to  a  point  where  no  supervision  was 
required.  Overall,  53%  of  the  participants  improved  medically  while  17%  became 
wor.se.  Both  the  chi  square  and  the  "t"  tests  were  highly  statistically  significant, 
indicating  that  this  change  was  not  the  result  of  chance  factors. 

When  we  turn  to  functional  status,  there  is  again  a  highly  significant  overall 
improvement  from  intake  to  follow-up.  W^ell  over  two  out  of  every  five  par- 
ticipants were  rated  functioning  poorly  at  intake.  Only  one  out  of  five  were  so 
rated  at  follow-up.  In  general,  the  participants  were  most  likely  to  change  from 
having  poor  functional  capacity  to  having  fair  functional  capacity.  Nearly  four 
times  as  many  participants  improved  in  this  dimension  as  became  less  capable, 
although  the  greatest  number  of  individuals  were  seen  as  not  exhibiting  any 
change. 
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The  changes  in  cognitive  skills  as  measured  by  the  intake/follow-up  compari- 
son is  a  little  more  complex,  depending  upon  which  statistic  we  consider.  When 
we  compare  the  mean  score  on  cognitive  status  at  intake  with  the  mean  score  at 
follow-up,  there  is  almost  no  change.  On  the  average,  therefore,  the  group  has 
neither  improved  nor  become  worse.  However,  when  we  compare  the  distribution 
of  scores  at  intake  with  the  distribution  of  scores  at  follow-up,  we  find  major 
changes,  easily  attaining  statistical  significance.  This  results  from  having  46% 
of  the  participants  rated  as  fair  or  good  at  intake,  but  80%  receiving  these  ratings 
at  follow-up,  with  comparable  drops  in  ratings  of  poor  and  excellent.  In  essence, 
there  has  been  a  considerable  shift  away  from  the  extremes  into  the  middle 
ground.  It  is  as  though  On  Lok  had  a  homogenizing  influence,  improving  the 
cognitive  skills  of  those  who  were  previously  least  effective,  but  not  inhibiting  the 
decrements  in  such  skills  among  those  who  were  most  effective. 

No  discernible  change  was  noted  in  level  of  care  required  from  intake  to 
follow-up.  Some  75%  of  the  participants  at  intake  were  capable  of  self-care  with 
some  assistance,  and  roughly  the  same  number  were  found  in  this  category  at 
follow-up.  There  was  a  tendency,  nonetheless,  for  some  participants  to  require  a 
higher  level  of  care  at  follow-up,  probably  reflecting  those  participants  who  were 
also  showing  medical  status  decrement.  Seventen  percent  of  the  participants 
moved  to  a  higher  care  classification  at  followup  while  roughly  the  same  per- 
centage (14% )  were  classified  as  requiring  less  care. 

Staff  rating  of  change 

At  the  time  of  follow-up,  the  staff  was  asked  to  evaluate  change  in  each  of  the 
three  impact  areas  (see  Table  3).  Like  the  previous  set  of  measures,  the  greatest 
improvement  was  seen  in  medical  status,  with  less  improvement  in  functional 
status,  and  an  essential  status  quo  in  cognitive  status.  Nonetheless,  staff  change 
ratings  were  much  more  likely  to  show  improvement  than  decrement  for  all  three 
impact  areas  and  were  similarly  much  more  likely  to  show  improvement  than 
were  what  we  have  termed  "actual  change"  ratings. 


TABLE  3.— PERCENTAGE  OF  PARTICIPANTS  SEEN  BY  STAFF  AS  CHANGING  IN  3-CORE  CRITERIA  (N  =  94) 


Worse 

Same 

Better 

Medical  

  11 

24 

65 

Functional     

  12 

33 

55 

Cognitive   _   

  1 

67 

32 

Collateral  ratings 

Of  the  94  participants  included  in  this  data  analysis,  62  had  identifiable  col- 
laterals, usually  a  close  relative  but  occasionally  a  more  distant  relative,  a  friend, 
a  roommate,  or  even  a  landload.  Each  collateral  was  asked  to  make  two  kinds  of 
ratings.  First,  s/he  was  requested  to  evaluate  the  skill  level  of  the  participant  on 
11  tasks.  Then  each  was  asked  to  rate  whether  the  participant  was  better,  the 
same,  or  worse  than  at  admission  ito  On  Lok  in  regard  to  each  task.  The  re- 
sponses are  provided  in  Table  4. 

Collaterals  indicated  that  the  participants  were  most  likely  to  have  diflScul- 
ties  in  climbing  stairs,  in  walking  unaided,  and  in  dressing  without  help.  Almost 
all  participants  were  seen  as  capable  of  feeding  themselves,  and  about  three- 
fourths  were  perceived  as  able  to  recognize  people  around  them  and  to  know 
their  physical  locations. 

The  majority  of  participants,  in  some  instances  as  high  as  90%,  were  seen 
as  being  unchanged  in  the  ability  to  perform  each  of  the  11  tasks.  In  most 
cases,  more  participants  improved  than  deteriorated.  The  only  tasks  that  showed 
more  people  displaying  loss  than  displaying  improvement  were  the  two  memory- 
related  tasks.  About  half  again  as  many  participants  were  seen  as  having  a  less 
adequate  memory,  both  for  recent  events  and  for  past  events,  at  the  time  of 
follow-up  than  at  intake.  The  greatest  improvement  was  found  in  tasks  related 
to  functional  capacity,  but  that  also  obviously  reflected  both  physical  health 
and  cognitive  skills.  These  included  improvement  in  walking  (37%  seen  as  im- 
proved), dressing  (31%),  climbing  stairs  (28%),  and  feeding  themselves  (26%). 
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TABLE  4— DlSTRiSUTlON  OF  LEVEL  AND  CHANGE  !M  SKILLS  AS  SEEN  BY  COLLATERALS 
OF  THE  PARTICIPANTS  (N  =  62) 

[In  percent] 


Level 


Receives  or  Change 

requires   ■ 

Skill  Can  not  do  it    assistance      Can  do  it         Worse  Same  Better 


Dresses  self   14  20  66  3  66  31 

Feeds  self   6  94  0  74  25 

Walks  unaided                              _  11  50  39  7  56  37 

Climbs  stairs   13  56  30  5  67  28 

Converses  rationally   2  40  58  11  74  15 

Remembers  recent  events   3  51  46  20  69  11 

Remembers  past  events   10  37  53  13  78  8 

Knows  physical  location   5  22  73  5  81  14 

Recognizes  people   2  19  79  5  87  8 

Relates  to  relatives   8  34  58  3  93  3 

Relates  to  strangers   6  48  46  0  94  6 


COST  STUDIES 

The  cost  studies  focused  on  two  major  areas:  (1)  determination  of  internal 
On  Lok  operating  costs,  and  (2)  comparable  costs  for  nursing  homes  and  inter- 
mediate care  providers  for  these  services. 

The  basic  problem  in  comparing  On  Lok's  costs  with  those  of  other  services  is 
that  the  On  Lok  delivery  system  could  not  be  compared  with  present  delivery 
patterns.  At  On  Lok  there  was  an  emphasis  on  sharing  of  activities  that  results 
in  a  considerable  cross-over  among  positions.  One  routinely  found  the  aides  help- 
ing the  patients  carry  out  physical  therapy,  the  social  worker  assisting  par- 
ticipants with  toileting,  or  the  drivers  involved  in  a  recreation  program.  An- 
other complication  was  that  individual  services  are  tailored  to  the  needs  and 
the  receptivity  of  the  participant.  As  a  result,  three  five-minute  therapy  ses- 
sions may  be  given  during  the  course  of  the  day  instead  of  a  single  formal  15- 
minute  session  and  it  was  not  at  all  uncommon  to  find  the  participant  doing 
additional  exercises  on  his  own. 

Because  of  this  unique  pattern  of  delivering  services,  traditional  measures  of 
utilization  and  cost  analysis  are  not  only  difficult  to  develop  but  would  not  ap- 
propriately represent  the  On  Lok  program.  To  circumvent  this  problem  and  to 
present  a  more  meaningful  basis  for  comparison  with  other  similar  service  pro- 
viders, we  decided  to  look  at  the  total  "bottom  line"'  costs  of  operation.  This 
would  not  only  eliminate  the  problems  described  earlier  but  would  involve  a 
figure,  i.e.  prevailing  rates,  that  was  more  readily  obtainable  from  the  other 
providers. 

Secondly,  it  was  decided  to  break  down  the  total  costs  of  operation  into  major 
cost  centers.  Identification  of  these  individual  cost  centers  was  based  on  many 
factors,  including  (1)  requirements  imposed  by  the  recently-negotiated  Medic- 
aid contract  (2)  information  required  for  potential  Medicare  reimbui-sement 
of  present  "covered  services,"  (3)  present  Older  American  Act  programs  that  fund 
individual  services.  (4)  traditional  cost  centers  of  existing  delivery  systems, 
and  (5)  internal  On  Lok  needs  for  program  monitoring,  control,  and  decision- 
making. Liberties  were  also  taken  in  certain  areas  where  it  was  necessary  to 
conform  to  or  at  least  compare  results  with  data  provided  by  the  California 
Department  of  Health.  These  factors  resulted  in  the  identification  of  the  follow- 
ing major  cost  centers:  (1)  Administration,  (2)  Medical  Services,  (3)  Thera- 
peutic Services,  (4)  Social  Supportive  Services,  (5)  Transportation,  and  (6) 
Nutrition/Meals. 

To  provide  a  basis  for  comparison  with  institutional  facilities,  we  obtained 
cost  data  from  nursing  homes,  intermediate  care  facilites,  and  physical,  oc- 
cupational, and  speech  therapists  as  well  as  MediCal  monthly  reimbursement 
figures  for  all  health  services  for  the  aged  during  the  calendar  year  1974  and 
the  first  two  months  of  1975,  both  for  Alameda  County,  which  has  intermediate 
care  facilities,  and  for  San  Francisco,  which  does  not. 
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In  any  case,  analyzing  the  budget  is  a  complicated  matter.  For  example, 
Tlierapeutie  Services  appears  to  occupy  a  relatively  low  percentage  of  the  budget 
at  On  Lok :  the  daily  cost  per  patient  is  $1.49  as  compared  to  the  state  figure  of 
$1.70  per  patient.  However,  consideration  should  be  given  to  the  fact  that  On 
Lok  is  providing  "group  services,"  i.e.  patients  are  brought  to  the  therapist  by 
the  transportation  service  thus  increasing  the  therapist's  efficiency.  In  addition, 
the  attractive  noon  day  meals  provided  by  On  Lok  could  be  an  added  incentive 
for  participants  to  attend  the  center.  Viewed  in  this  manner,  transportation 
and  nutrition  could  be  considered  as  either  basic  therapy  costs  or  overhead  to 
these  costs  resulting  in  a  daily  cost  per  patient  equivalent  to  that  the  State  re- 
ports. 

TABLE  5.— ON  LOK  COSTS  FOR  MAJOR  COST  CENTERS  (MONTH  OF  MAY  1975) 


Total  cost  Average  cost  per  patient 

  Average  cost  

Month  Day         per  unit  Month  Day 


Administration   5,876 

Medical  services   6,762 

Therapeutic  services    3,  375 

Social  supportive   6,067 

Transportation   4,983 

Nutrition   4,746 


Total   31,809 


196  NA  77.32  2.58 

225  11.50  88.97  2.96 

113  8.13  44.41  1.49 

202    79.83  2.66 

166  5.72  65.57  2.18 

158  2.54  62.45  2.07 


1,060    418.54  13.94 


TABLE  6.— COSTS  FOR  3  ELDERLY  CARE  ALTERNATIVES  FOR  100  PATIENTS 


Skilled  Intermediate 
nursing  care 

Monthly  On  LOK  facility  i  facility 


Program  costs   $31,809.00        $54,300.00  $39,570.00 

Therapy    .  .  5,167.00  5,167.00 

SSA  subsidy   23,500.00  2,500.00  2,500.00 


Total   55,309.00  61,967.00  47,237.00 

Patient  cost  per: 

Year                                    _                   _          .  6,637.08  7,436.04  5,668.44 

Month   553.09  619.67  472.37 

Day   18.44  20.66  15.74 


1  Data  supplied  by  the  California  Department  of  Health. 

In  determining  the  cost  effectiveness  of  On  Lok,  we  have  compared  the  pro- 
gram with  skilled  nursing  facilities  (SNF)  and  intermediate  care  facilities 
(ICF). 

The  external  figures  used  in  the  cost  presentations  are  the  prevailing  rates  of 
proprietary  nursing  homes,  MediCal  reimbursement  rates  and  average  therapy 
costs  obtained  in  information  from  the  Health  Financing  Systems  Division. 

DISCUSSION  :  HYPOTHESES  REVISITED 

Hypothesis  One. — Day  treatment  in  general  and  On  Lok  in  particular  will  be 
a  viable  alternative  to  institutional  care,  specifically  to  nursing  homes. 

Many  frail  elderly  reside  in  institutions  not  because  their  condition  requires 
such  care  but  because  their  needs  cannot  be  met  by  presently  available  facilities 
in  their  home  community.  For  these  individuals,  our  findings  indicate  that  day 
health  centers  in  general  and  On  Lok  in  particular  are  viable  alternatives  to 
institutional  care. 

At  this  juncture,  we  would  prefer  another  question :  What  proportion  of  resi- 
dents of  institutions  could  be  released  to  a  less  intensive  health  care  system  or 
to  the  community,  given  the  availability  of  a  day  health  center?  This  question 
can  be  answered  only  in  terms  of  specific  communities,  based  on  knowledge  of 
the  available  institutions  and  on  the  kinds  of  services  to  be  provided  by  the  day 
health  center.  On  Lok  has  responded  to  the  needs  of  the  transportable  but  not 
necessarily  ambulatory  frail  elderly  and,  therefore,  filled  an  important  gap  in 
services  in  this  particular  community.  A  day  health  center  that  provides  services 
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for  only  the  ambulatory  relatively  healthy  but  socially  isolated  frail  elderly 
would  fill  an  equally  important  but  quite  different  gap.  It  is  difficult,  perhaps 
impossible,  to  compare  the  two  kinds  of  facilities  in  general,  although  we  can 
evaluate  each  facility  in  terms  of  the  community  needs  of  the  frail  elderly  in  the 
community  where  each  exists. 

We  encourage  looking  at  the  needs  of  the  service  recipient  rather  than  at  the 
structure  of  the  service-providing  agency.  In  any  given  community,  some  of  the 
needs  of  the  frail  elderly  are  already  being  met  and  some  are  not.  If  the  establish- 
ment of  a  new  form  of  service — in  this  instance,  a  day  care/treatment  center — 
can  be  developed  as  an  effective  way  to  provide  those  services,  that  new  form 
of  service  will  help  reduce  the  need  for  residential  care  institutions. 

We  believe  that  the  hypothesis,  while  not  actually  meaningless,  puts  forth  the 
wrong  issue.  The  issue  is  what  services  in  a  particular  community  will  enable 
certain  kinds  of  individuals  to  remain  for  longer  periods  of  time  in  that  com- 
munity and  out  of  institutions.  And  this,  we  wish  to  emphasize,  requires  that  we 
rethink  the  present  classification  system  of  skilled  nursing  facilities,  inter- 
mediate care  facilities,  and  day  health  centers.  By  looking  at  the  needs  of  the 
individuals,  which  may  vary  from  24-hour  custodial  services  to  rehabilitation, 
maintenance,  and  socialization,  we  can  think  in  terms  of  generating  new  con- 
cepts of  care  and,  perhaps,  develop  new  forms  of  institutions,  or  at  least  modify 
the  present  form  appropriately. 

In  concluding  this  statement,  we  fully  believe  that  On  Lok  in  particular  and 
day  treatment  in  general  can  be  an  effective  method  of  providing  integrated 
services  to  meet  the  needs  of  some  frail  elderly  in  such  fashion  as  to  keep  those 
elderly  out  of  institutions. 

Hypothesis  Tivo. — Day  treatment  in  general  and  On  Lok  in  particular  are  cost 
effective  in  comparison  to  residential  care  institutions. 

Like  the  previous  hypothesis,  this  raises  an  issue  that,  after  examination,  is 
seen  as  misleading.  There  are  several  reasons  for  this.  The  first  is  that  day 
health  centers  and  residential  care  facilities  respond  to  different  needs  and  serve 
different  populations.  The  fact  that  there  is  overlap  in  individuals  served  often 
arises  from  inappropriate  nursing  home  placement  due  to  lack  of  adequate  com- 
munity support  facilities. 

Second,  the  cost  of  day  health  centers  or,  for  that  matter,  of  residential  care 
facilities,  is  a  function  of  the  services  provided  as  well  as  of  the  efficiency  and 
effectiveness  with  which  they  are  provided.  It  is  both  easy  and  dangerous  to  con- 
fuse "low  cost"  with  "cost  effectiveness."  There  is  no  basis  for  assuming  that  day 
health  centers  in  general  will  reduce  costs  to  the  public  sector  more  than  alter- 
native categories  of  care.  This  depends  on  what  added  services  are  part  of  the 
day  center  package,  and  this  is  a  policy  issue. 

Third,  how  much  financial  value  do  we  put  on  the  advantages  that  On  Lok 
provides  to  its  participants?  That  is,  how  much  is  it  worth  for  one  elderly  person 
to  spend  one  more  month  in  his  home  community  where  he  has  friends  and 
where  he  can  communicate  in  his  own  language  f  Until  we  can  answer  that 
question,  we  cannot  fully  respond  to  the  hypothesis. 

The  basic  point  is  that  day  health  centers  should  not  be  compared  with  resi- 
dential health  centers.  They  each  have  a  vital  function  to  perform.  The  issue  is 
how  to  avoid  sending  people  to  nursing  homes  when  they  could  remain  in  the 
community,  and  this  is  primarily  a  policy  issue. 

Hypothesis  Three. — Day  treatment  in  general  and  On  Lok  in  particular  will 
have  a  favorable  impact  on  the  lives  of  the  participants. 

We  have  no  difficulty  in  affirming  this  hypothesis.  First,  we  have  our  own  sub- 
jective perceptions.  A  visit  to  On  Lok  at  any  time  or  at  any  day  offers  the  oppor- 
tunity to  see  a  highly  active  staff  work  with  and  relate  to  an  amazingly  active 
group  of  participants.  Further,  the  participants  are  working  with  and  relating 
to  each  other  in  a  surprisingly  vital  fashion. 

Second,  the  attendance  at  On  Lok  is  high.  The  percentage  of  actual  participant 
days-in-attendance  based  on  the  scheduled  participant  days-in-attendance  is  over 
90%-  And  these  are,  for  the  most  part,  people  with  choice ;  they  are  not  forced  to 
attend  but  come  because  they  wish  to  be  there. 

Third,  On  Lok  participants  become  physically  healthier  and  more  capable  of 
functioning  effectively  during  their  time  at  On  Lok.  Perhaps  some  of  this  im- 
provement would  have  occurred  if  they  had  remained  at  home,  but  the  normal 
trend  for  these  kinds  of  frail  elderly  is  to  show  decrement  over  time.  At  On  Lok 
they  show  improvement.  We  interpret  the  data  to  show  that  On  Lok  is  a  major, 
very  likely  the  major,  factor  in  their  improvement. 
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Fourth,  many  participants  continue  to  function  at  a  high  level.  Our  follow-up 
measures  were  made  six  to  nine  months  after  entering  On  Lok.  Major  changes 
tend  to  occur  within  the  first  few  weeks  due  to  the  availability  of  a  nutritious 
meal  or  the  opportunity  to  socialize  with  friends.  At  On  Lok  the  changes  seem 
to  be  sustained  beyond  these  few  weeks. 

Fifth,  fewer  On  Lok  participants  displayed  poor  cognitive  functioning  follow- 
ing several  months  at  On  Lok. 

Sixth,  family  members  and  friends  confirm  the  findings  of  improved  functional 
capacity,  while  indicating  relatively  little  change  in  cognitive  skills.  They  fur- 
ther attest  to  the  improved  mood  and  greater  happiness  of  the  On  Lok  par- 
ticipants. Very  few  have  withdrawn  the  elderly  individual  because  of  unhappiness 
with  the  program. 

Hypothesis  Four. — Day  treatment  in  general  and  On  Lok  in  particular  have  a 
more  favorable  impact  on  the  lives  of  the  participants  than  residential  care 
facilities,  particularly  nursing  homes. 

The  data  do  not  answer  this  question  in  any  meaningful  fashion.  First,  we 
cannot  compare  day  treatment  in  general  with  residential  care  facilities  because 
our  project  was  limited  to  On  Lok.  Second,  On  Lok  participants  are  not  com- 
parable to  any  particular  group  of  participants  in  any  other  care  facility. 

When  we  examine  the  data  from  our  comparison-group  study,  we  find  that 
nursing  home  participants  are  perceived  by  those  who  work  with  them  as  show- 
ing improvement  or,  at  least  maintaining  the  status  quo,  when  viewed  retro- 
spectively. We  have  difficulty  believing  this,  but  there  is  no  other  source  of  data 
on  this  comparison  group. 

At  On  Lok,  the  money  and  the  energy  are  put  into  programs  directed  at  re- 
habilitation and  enhancement.  In  nursing  homes  and  other  institutions,  the 
money  and  energy  are  put  into  physical  plant  and  custodial  arrangements.  Their 
roles  are  different ;  their  patients/participants  are,  or  should  be,  different ;  their 
staffing  patterns  are  different;  their  time  involvement  with  the  elderly  is  dif- 
ferent. Nursing  homes  will  have  a  more  favorable  impact  on  the  life  of  a  con- 
fused, incontinent  elderly  man  who  requires  24-hour  medical  maintenance,  the 
kind  of  person  On  Lok  cannot  deal  with  under  its  present  program.  On  Lok  will 
have  a  more  favorable  impact  on  the  life  of  a  moderately  alert  and  intact, 
recuperating  stroke  patient  who  lives  with  his  older  sister;  in  short,  an  indi- 
vidual who  need  not  be  in  a  nursing  home  given  other  community  supports. 

In  essence,  if  an  individual  requires  the  kind  of  care  that  a  nursing  home 
can  give,  and  if  he  has  no  option  for  receiving  this  care  in  the  community,  he 
may  be  better  off  in  a  nursing  home.  If  On  Lok,  or  a  combination  of  On  Lok  and 
other  resources,  can  sustain  an  individual  in  the  community  by  taking  care  of 
his  needs,  he  is  better  off  at  On  Lok. 

Hypothesis  Five. — Day  Treatment  in  general  and  On  Lok  in  particular  will 
have  a  more  favorable  impact  on  the  lives  of  their  particijpants  than  remaining 
in  the  community  without  either  day  treatment  or  an  existing  health  care  net- 
work. 

Once  again,  our  data  did  not  respond  appropriately  to  the  issue.  Our  subjec- 
tive perceptions  are  that  such  individuals  would  deteriorate  more  rapidly,  as- 
suming that  they  had  unmet  needs  comparable  to  the  unmet  needs  of  the  On  Lok 
participants.  That  is,  we  would  wish  to  evaluate  two  groups,  one  at  On  Lok  and 
one  in  the  community,  on  the  basis  of  previously  met  and  previously  unmet  needs, 
as  well  as  the  basis  of  health  or  functional  status. 

Again  we  return  to  the  conclusion  that  we  have  drawn  continually  throughout 
this  report :  various  kinds  of  health  care  facilities  for  the  frail  elderly  should  not 
be  in  competition  but  that  each  kind  of  facility  and  each  individual  faclity  should 
be  operated  in  such  fashion  as  to  optimize  its  own  effectiveness.  New  facilities 
and  kinds  of  facilities  should  be  developed  and  tailored  to  unmet  needs,  not  to 
pre-established  structure  based  on  unnecessary  classification  systems.  Further, 
any  given  health  care  facility  can  only  be  as  effective  as  its  capability  in  directing 
patients/participants  into  more  appropriate  facilities  at  appropriate  times.  Thus, 
a  day  health  center  can  be  most  effective  if  it  is  linked  with  a  multi-purpose 
senior  center  and  a  number  of  residential  care  facilities,  so  that  day  health 
center  participants  can  be  directed  toward  the  former,  if  they  regain  previous 
standards  of  functioning,  or  to  the  latter  if  deterioration  increases.  Otherwise  the 
day  health  center  is  faced  with  the  unpleasant  choice  of  keeping  on  the  roster 
an  individual  who  can  benefit  more  by  another  facility  or  dropping  from  the 
roster  an  individual  who  has  no  other  appropriate  support  facility. 

Hypothesis  Six. — On  Lok  is  perceived  in  a  positive  light  by  the  Chinatown- 
North  Beach  community. 
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We  did  not  have  the  resources  to  study  the  Chinatown-North  Beach  community 
as  a  totality,  but  we  do  have  several  sources  of  information  that  permit  us  to 
substantiate  the  appeal  of  On  Lok  :  (1)  The  collaterals  were  virtually  unanimous 
in  approving  the  On  Lok  program;  (2)  On  Lok  has  been  widely  publicized  in  a 
most  favorable  way  through  local  newspapers,  feature  sections,  magazines,  radio, 
and  television;  (3)  On  Lok  has  been  widely  publicized  at  the  national  level,  and 
inquiries  arrive  almost  daily  from  throughout  the  country;  and  (4)  Personal 
experiences  and  incidental  observations  indicate  widespread  community  ap- 
proval and  pride. 

Hypothesis  Seven. — On  Lok  will  provide  significant  services  to  the  elderly  of 
the  Chinatown-North  Beach  area. 

We  have  described  in  our  complete  report  the  range  and  frequency  of  services 
offered  at  On  Lok,  We  interpret  these  findings  as  indicating  that  the  On  Lok 
participants  are  receiving  many  varied  and  appropriate  services. 

Hypothesis  Eight. — Day  treatment  in  general  and  On  Lok  in  particular  will 
provide  significant  services  to  others  in  the  community. 

Here  we  can  again  provide  an  affirmation  of  our  hypothesis  based  on  data,  in 
this  case  the  very  positive  responses  of  the  collaterals,  the  family  members  and 
close  friends,  of  the  On  Lok  participants. 

On  Lok  has  provided  community  services  in  other  ways  as  well.  It  has  shown 
that  a  multi-ethnic  facility  can  bring  together  persons  from  different  ethnic 
communities.  Good  will  has  been  evident  not  only  among  the  participants,  but 
also  among  the  staff  and  the  Board  of  Directors,  both  made  up  of  persons  of 
Chinese,  Filipino,  Italian,  and  other  origins.  Furthermore,  On  Lok  provides  jobs 
for  a  score  or  more  of  unskilled  and  semi-slvilled  men  and  women,  along  w^ith 
additional  jobs  for  college-trained  staff,  which  is  a  significant  service  in  a 
community  with  the  high  unemployment  of  Chinatown-North  Beach. 

Hypothesis  Nine. — On  Lok  will  serve  as  a  significant  model  for  comparable 
programs  that  other  communities  might  wish  to  establish. 

For  this  hypothesis  we  have  only  two  general  sources  of  information,  both 
affirming  the  significance  of  On  Lok.  The  first  source  of  information  is  our  own 
subjective  impressions  that  On  Lok  has  worked,  has  provided  meaningful  serv- 
ices, has  kept  costs  at  a  reasonable  level,  is  cost  effective,  and  is  a  worthwhile 
model  for  others  to  observe.  At  the  same  time,  it  is  obvious  that  each  new 
facility  needs  to  establish  itself  in  its  own  community,  with  its  own  unique 
concerns  and  its  own  group  of  frail  elderly. 

The  second  source  of  information  is  the  considerable  interest  in  On  Lok 
evidenced  by  considerable  publicity,  both  local  (San  Francisco  Magazine)  and 
national  (Newsiveek) ,  an  abundance  of  letters  requesting  information,  and  the 
general  interest  that  all  associated  with  On  Lok  have  encountered. 

REEXAMINIXG  ORIGINAL  OBJECTIVES 

Returning  once  again  for  a  look  at  the  five  objectives  originally  set  forth  in 
the  Federal  Guidelines,  let  us  see  to  what  extent  they  may  be  answered. 

1.  How  many  days  of  institutional  care  can  be  prevented  by  a  day  care  center 
such  as  On  Lok  and  at  what  cost  savings?  The  response  to  this  depends  on  what 
criterion  we  use  to  decide  which  present  On  Lok  participants  would  otherwise 
be  in  a  long-term  care  institution.  We  have  contended  that  the  question  has 
little  significance,  since  the  answer  is  unascertainable  within  the  boundaries  of 
our  project  and,  very  likely,  unascertainable  under  any  circumstances.  We  also 
believe  that  basing  financial  savings  on  the  differences  between  money  outlay 
is,  in  spite  of  its  apparent  objectivity,  also  irrelevant.  If  a  frail  older  person  can 
remain  in  the  community  by  virtue  of  being  at  On  Lok,  it  means  that  a  great 
deal  of  what  was  paid  for  in  the  nursing  home  or  other  institution  was  ivasted. 
What  is  received  at  On  Lok  is  presumably,  although  we  cannot  prove  it,  worth- 
while ;  at  least  the  participant  isn't  in  the  nursing  home.  On  Lok  moneys  are 
paying  for  services  that  are  needed,  not  for  custodial  care  that  is  required  only 
because  adequate  community  resources  are  lacking. 

Actually,  day  care  provides  a  substantial  financial  savings  because  an  unneces- 
sary cost  center,  custodial  care,  is  eliminated ;  but  for  how  many  persons  this 
can  be  accomplished  or  for  specifically  how  much  money  are  problems  still 
under  evaluation, 

2.  How  many  and  what  kinds  of  persons  can  return  to  or  continue  in  inde- 
pendent living  as  a  result  of  day  care  services?  As  with  the  previous  question, 
this  issue  may  be  answerable  only  for  specific  settings  on  a  specific  basis.  The 
kinds  of  persons  who  can  return  to  the  community  are  those  individuals  who 
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need  not  have  been  in  the  nursing  home  to  begin  with,  had  community  resources 
been  adequate.  The  more  adequate  the  community  resources,  including  family 
resources,  the  fewer  individuals  will  require  institutional  care.  To  try  to  count 
them  or  categorize  them  other  than  in  terms  of  what  new  facilities  are  available 
to  meet  previously  unmet  needs  makes  no  sense.  As  for  which  elderly  persons  can 
be  enabled  to  remain  in  the  community,  the  response  is  the  same,  i.e.  those 
persons  who  need  services  now  available  that  previously  had  not  been  available. 
As  far  as  contemplating  which  elderly  persons  the  day  health  center  keeps 
healthier,  this  issue,  although  fascinating,  goes  far  beyond  the  limits  of  this 
report.  It  involves  physical  health,  morale,  family  support  systems,  health  care 
adequacy,  welfare  regulations.  Medicaid  aavilabiiity,  and  a  host  of  other 
variables. 

3.  What  services  are  most  effective  in  reducing  or  eliminating  institutionali- 
zation? This  is  a  reasonable  but  unbelievably  complex  question.  For  example, 
both  reality  therapy  and  a  high  protein  lunch  influence  cognitive  performance. 
The  cost  in  time  and  money  to  devise  programs  where  each  would  be  used 
without  the  other  while  controlling  other  variables  is  great.  Whether  the  results 
would  be  worth  depriving  some  participants  of  good  nutrition  and  others  of 
reality  therapy  is  questionable.  Therefore,  other  approaches,  perhaps  depending 
on  the  experience  of  DHC  directors  and  staff  may  be  required.  Further,  it  is 
likely  to  turn  out  to  be  the  interaction  or  combination  of  various  services  that 
provide  optimum  benefit. 

4.  What  are  the  characteristics  of  persons  for  whom  such  programs  seem  most 
effective?  Again  a  valid  question.  Again,  virtually  unanswerable.  They  are  the 
individuals  v.^hose  unmet  needs  are  met  by  the  newly  developed  services.  If  On 
Lok  staff  and  facilities  attempted  to  cope  with  a  confused,  paranoid  individual 
or  with  someone  who  could  neither  sit  nor  stand,  we  would  need  to  conclude 
that  such  individuals  cannot  profit  from  day  health  centers.  This  is  obviously 
not  the  case.  They  cannot  profit  from  On  Lok  because  it  is  not  set  up  for  such 
participants,  whereas  at  another  center  such  participants  might  thrive ;  con- 
versely, an  intact,  essentially  healthy  stroke  patient  now  on  the  road  to  recovery 
might  deteriorate  as  the  result  of  experience  elsewhere  but  possibly  would  thrive 
at  On  Lok. 

5.  How  effective  is  the  day  care  center  in  helping  families  to  care  for  an  aged 
patient  at  home?  Here  we  can  give  an  answer.  The  day  care  center  is  extremely 
helpful. 

Not  among  our  original  hypotheses  or  objectives  is  one  conclusion  that  we  feel 
strongly  must  receive  considerable  attention :  the  continuum  of  needs.  Existing 
agencies  are  sometimes  described  as  providing  a  continuum  of  care,  but  this 
approach — albeit  an  improvement  over  perceiving  care  as  a  series  of  discreet 
and  uncoordinated  operations — requires  that  we  view  the  world  from  the  position 
of  the  formal  agency  rather  than  from  the  position  of  the  persons  requiring 
services.  We  propose  that  geriatric  day  care  centers  be  seen  as  entities  that 
respond  to  a  number  of  needs  of  the  elderly,  selected  from  a  universe  of  needs 
that  are  presently  unmet  in  that  given  community  and  that  fall  within  the 
purview  of  what  a  day  care  center  is.  This  alteration  is  more  than  semantics, 
since  it  will  focus  attention  on  the  individuals  receiving  services  rather  than 
the  formal  structure  of  the  agencies  providing  the  services.  Further  it  views 
the  geriatric  day  care  centers  as  one  approach  to  responding  to  certain  needs  of 
the  elderly,  simultaneously  providing  linkages  with  other  agencies  responding 
to  the  needs  of  the  same  elderly  that  are  unmet  through  the  day  care  center 
and  to  those  agencies  responding  to  the  needs  of  the  elderly  for  whom  da.v  care 
centers  are  not  appropriate. 

In  summary  and  prior  to  our  recommendations,  we  encourage  future  federal 
guidelines  to  ask  different  questions,  and  w^e  simultaneously  support  the  very 
diflScult  and  more  theoretical  work  necessary  to  answer  some  of  the  questions 
already  raised. 

RECOMMENDATIONS' 

Many  recommendations  are  contained  throughout  this  document,  some  explicit 
and  some  implicit.  At  this  point,  we  will  reiterate  only  those  we  consider  most 
important. 

1.  The  entire  notion  of  geriatric  day  health  centers  as  alternatives  to  resi- 
dential care  institutions  is  given  too  much  prominence.  In  its  place  we  suggest 
the  development  of  a  continuum  of  services  that  will  respond  to  a  continuum 
of  needs  displayed  by  the  frail  elderly. 
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2.  Cost  effectiveness  comparisons  between  different  kinds  of  health  care  facil- 
ities for  the  frail  elderly  should  be  given  minimal  credence  except  in  those 
instances  when  the  goals  are  comparable,  the  populations  served  are  comparable, 
and  the  services  or  the  effects  of  the  services  are  comparable.  This  is  not  because 
the  concept  of  cost  effectiveness  is  inappropriate,  but  because  comparison  be- 
tween different  kinds  of  facilities  are  often  misleading. 

3.  Consideration  should  be  given  to  altering  the  present  programs  based  on 
presently  accepted  classifications  of  care  for  the  elderly  (i.e.  skilled  nursing 
home,  board-and-care  facility,  day  treatment  center)  to  permit  analysis  on  the 
basis  of  patient  need  (e.g.  24-hour  custodial  care,  socialization,  maintenance). 

4.  Greater  emphasis  should  be  given  to  coordination  between  care  facilities, 
not  in  order  to  avoid  overlap  but  to  eliminate  the  necessity  of  any  particular 
facility  having  to  choose  between  (a)  ignoring  the  needs  of  a  patient  who  has 
developed  differing  needs  than  those  the  facility  can  respond  to,  and  (b)  respond- 
ing to  the  needs  of  a  patient  when  such  responsiveness  is  no  longer  in  the  normal 
repertoire  for  that  facility. 

5.  Day  health  centers  give  evidence  of  being  a  valuable  approach  to  the 
distribution  of  a  number  of  services  in  response  to  a  large  number  of  needs  of 
the  frail  elderly.  There  is  every  reason  to  believe  that  such  facilities  should 
be  expanded  and  that  innovative  approaches  to  such  services  should  be 
encouraged. 

6.  Funding  agencies,  including  Medicare  and  Medicaid,  should  be  strongly 
encouraged  to  include  appropriate  day  treatment  centers  as  facilities  deserving 
of  reimbursement. 

7.  Funding  agencies  should  provide  rewards  to  day  treatment  centers  and 
other  facilities  for  improving  patient  status  (if  this  can  be  adequately  ascer- 
tained), rather  than  for  caretaking  only. 

8.  Encouraging  one  facility  or  one  category  of  facility  to  appear  less  costly 
than  other  facilities  or  categories  of  facilities  should  be  stopped  when  such 
encouragement  is  likely  to  lead  to  cost  savings  to  the  detriment  of  services  and 
effectiveness  of  programs. 

9.  While  research  of  the  type  described  in  this  document  does  have  modest 
value,  it  is  both  too  small  in  scope  and  too  brief  in  time  to  be  able  to  respond 
to  the  questions  posed.  We  would  recommend  that  a  comprehensive  study  be 
conducted,  based  on  a  careful  planning  period  and  permitted  to  run  for  at  least 
five  years,  with  the  potential  for  continued  follow-up.  We  also  recommend  that 
persons  undertaking  such  a  study  be  given  adequate  lead  time  to  contact  those 
in  the  field  who  have  already  experienced  the  frustrations  and  diflBculties  of 
trying  to  apply  sound  research  methods  to  dynamic  and  fluctuating  programs. 
Otherwise,  they  will  only  repeat  the  mistakes  of  their  predecessors. 

10.  Cost  centers  should  be  established,  as  we  have  done  for  this  report,  and 
these  cost  centers  should  be  compared  across  institutions  offering  comparable 
services  to  comparable  population  groups.  Such  cost  centers  should  also  be  com- 
pared for  any  one  institution  across  time.  Eventually  it  may  become  possible  to 
compare  cost  centers  for  differing  kinds  of  institutions. 

11.  The  development  of  standardized  instruments  for  measuring  the  capacities 
of  the  frail  elderly  should  be  undertaken,  with  particular  attention  to  such 
factors  as  cultural  differences,  language  differences,  and  physical  handicaps. 
This  might  require  parallel  forms. 
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